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The conference which is reported on in the 
first part of this monograph represents a prom- 
ising experiment in utilization of research 
results. It was concerned with the major sub- 
stantive findings and policy implications of the 
report which comprises the second half of the 
volume. 

The report which follows is a summary of 
two doctoral dissertations written in the De- 
partment of Economics, Harvard University, 
under grants from the U.S. Department of 
Labor. One, by Peter B. Doeringer, was entitled 
The Theory of Internal Labor Markets and the 
other by Michael J. Piore, was entitled Techno- 
logical Change and Structural Imbalances in the 
Labor Market. The two studies profited from a 
good deal of joint field work in a number of 
manufacturing plants. This report is designed 
to present the research design and methods, the 
analytical concepts developed, the results and 
findings, and the implications for policy of 
these two related studies. 

These studies were begun in a period of 
widespread public concern "with a possible 
growing imbalance between the characteristics 
of the work force and the changing nature of 
job requirements as influenced by technology. 
These studies are completed in a period of high 
aggregate demand when the fears of imbalance 
of an earlier period seem in the main un- 
warranted. This experience focuses attention 
on the process of interaction and adjustment 
between the labor force and job requirements 
and the "costs’ 1 of these adjustments. This 
study makes a significant contribution, in my 



view, to the understanding of these processes 
as they apply to blue-collar manufacturing-type 
jobs, particularly in larger sized establishments. 

These dissertations have elaborated and ap- 
plied the concept of an internal labor market 
to make it a significant tool of analysis, bridg- 
ing the too often isolated worlds of industrial 
relations and personnel on one hand, and 
economic analysis on the other. Not only does 
"the internal labor market" help to illuminate 
and to organize the interrelations between 
technological change and the labor force, the 
central problem of these studies, but the con- 
cept may also be applied to provide significant 
insights into a number of other questions: the 
meaning and definition of labor scarcities, 
seniority rights and equal employment opportu- 
nity standards, managerial manpower planning 
and forecasting, labor costs pressures, and 
a variety of industrial relations issues. The 
concept brings tH discussion of inflation, labor 
shortages, and costs back to the microlevel of 
analysis that has often tended to be overlooked 
in the preoccupation with the general level of 
economic activity. It suggests why manpower 
policies at the enterprise and aggregate levels 
are necessarily concerned with both labor short- 
ages and surpluses. It helps us to understand 
and to appreciate how rich and variegated are 
the processes of adjustment and interaction of 
manpower and job requirements. 



John T. Dunlop 
Harvard University 



iii 



PREFACE 



This monograph is one of a series published by the Manpower Adminis- 
tration of the IJ.S. Department of Labor on research conducted under title I 
of the Manpower Development and Training Act of 1962. 

The first part of this monograph represents the proceedings of a conference 
on the processes by which private industry meets changing manpower require- 
ments and the implications of these work force adjustments for manpower 
policy. The conference was sponsored by the Manpower Administration of the 
U.S. Department of Labor. 

The second part consists of the report on which the conference discussion 
was based. This report is a summary of two doctoral dissertations prepared 
under grants from the Manpower Administration. 

Researchers undertaking research projects under Government sponsor- 
ship are encouraged to express freely their professional judgment. Points of 
view or opinions stated in the dissertation summary or by participants in the 
conference are not to be construed as official opinions of the U.S. Govern- 
ment or of the U.S. Department of Labor. 
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Dr. Aller: The Manpower Administration is, 
as you know, engaged in the support of man- 
power research, largely through contracts with 
universities and other organized research in- 
stitutions. This represents a departure for the 
Department of Labor, and our concern is to use 
our limited resources as effectively as we can. 
First, of course, we must try to select the areas 
of research priorities with the greatest poten- 
tial from the standpoint of policy development. 
Our second concern is to secure competent 
basic research. And our third is to make 
effective use of the research results. 

We are presently trying to determine or 
discover effective ways of utilizing the research; 
we are also undertaking experimental and 
demonstration work. These activities are in- 
novative. In a sense I conceive of the people 
involved in them as brokers of ideas. Their job 
is not only to try to discover effective ways of 
suggesting policy for, and implications of, 
research and experimental and demonstration 
work, but to discover how to get these ideas 
to the attention of people who may be in a 



position to act on them. And I might ?,ay that 
we have thought of effective utilization of 
research in terms of publication in books and 
articles, talks at annual meetings, and the kind 
of discussion we are having here today. Dis- 
cussion is a very useful device, a kind of market 
test; the printed publication is very slow in 
terms of stimulating use for policy development. 
Too often, the ideas become part of literature 
of the subject and are studied by undergraduate 
and graduate students, who years later, in one 
institution or another, may be in a position to 
utilize them for policy development. 

Our concern is to short-cut that kind of lag; 
to find, if we can, quicker ways of putting 
available research products into the mainstream 
of policy making— in our case, Government 
policy making. This conference represents part 
of our effort to discover the most offective ways 
of bringing research results not only to the 
attention of people in Government but those 
oucside. 

I might say that, to me, the work we are 
discussing represents a very exciting develop- 
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menfc. I can recall hearing the precursors of 
some of this work in seminars at Harvard 
back in 1948; now, 15 or 17 years later, we 
have a culmination of that. It is very timely 
to sit down together and talk about the rela- 
tionship of these findings to manpower pro- 
grams and economic policy. 

Not to limit discussion, but to suggest the 
range of things we may want to talk about, I 
want to read a list of possibilities that have 
occurred to us. First, for example, what are 
the implications of the notions of the entry port 
for placement activities, and for job vacancy 
data collects, and research? We are still in 
the wilderness in terms of trying to get large- 
scale support for regular job vacancy data 
collection programs. Meanwhile, we are under- 
taking considerable research on various aspects 
of this subject, and it may be useful to think 
of this research project in terms of possible 
meanings for future development of job vacancy 
work. 

Second, who should bear the cost of on-the- 
job training, formal as well as informal? I 
might mention that we are organizing a high 
level task force of public, industry, and labor 
representation through the Departments of 
Labor and Commerce, for the purpose of trying 
to look at what I call the appropriate public and 
private roles in the whole area of occupational 
trends. And long overdue is a look at the impli- 
cations of our early development of on-the-job 
training as a Government program. What are 
some of the consequences of that program in 
terms of private training effort? May there not 
be alternative and more effective ways of in- 
volving the private sector in our total occupa- 
tional training effort? 

In a sense, what we hope to strive for during 
the balance of the year is something approach- 
ing consensus on public policy in this area, leav- 
ing for later development the details, legislative 
proposals, or administrative decisions that 
might be needed. 3o, this research is timely in 
terms of broad questions we will be asking 
during the balance of this year. 

Third, do manpower planners and policy 
makers underestimate the capacity of the pri- 
vate sector to effect labor force adjustments? 
This is a very real question. As a matter of fact, 
we have begun to pay greater attention in 



recent months to the employer part of broad 
manpower problems. Basically, as you know, 
through manpower development and training 
activities, we have been fundamentally retun- 
ing the labor supply, trying to teach 
the attitudes, skills, and knowledge accept- 
able to employers. Frank Cassell, the Direc- 
tor of the United States Employment Service, 1 
has pointed out that this misses the larger part 
of the problem. He has suggested that our real 
problem is discovering how the employer can 
accommodate to, adjust to, and use effectively 
those unemployed workers who are now going 
through our training programs. He believes 
that if we were to direct our research and 
policy attention to the employer’s side, it 
would be possible to achieve more effective 
utilization of the excluded members of the labor 
force, without the cost now involved in large- 
scale occupational or skill training through 
organized institutional training programs. 
There are many aspects of that, and I hope to 
come back to them during the course of the 
day. 

Fourth, what do we know about private 
sector adjustment activities and how can such 
knowledge improve manpower programs? 

And, fifth, does dividing the labor market 
into an internal and external market provide a 
useful research tool? 

Now, may I welcome Arnold Weber, chairman 
for this morning, and turn the meeting over to 
him. 

Dr. Weber: Thank you very much. The focus 
of our discussions will be the report prepared 
by Peter Doeringer and Michael Piore, under 
a Manpower Development and Training Act 
grant. The report, entitled Internal Labor 
Markets, Technological Change, and Labor 
Force Adjustment, has opened up new areas 
of research and policy considerations. 

Although there were "two separate studies, 
they complemented each other nicely. One, 
Peter Doeringer's, focused on the theory of in- 
ternal labor markets ; the other, Michael Piore’s 
studied various empirical aspects of techno- 
logical change and labor force adjustments to 
this change. In effect, the internal labor market 



1 Since the date of the conference, Charles E. Odell has 
becomo Director of tho U.S. Employment Service. 
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constitutes the arena within which adjustments 
to technological change take place. As the 
authors have indicated throughout the report, 
and as John Dunlop specified in his pre- 
factory remarks, there are two levels of signif- 
icance of this approach. One is the concept of 
the internal labor market, Although this con- 
cept has been around for several decades, it 
has not heretofore been given systematic treat- 
ment in the sense of an attempt to identify 
and bring together in a crherent system the 
primary variables and operational aspects of 
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the labor market. Secondly, for policy purposes, 
much of our thinking has been on an aggre- 
gate level. The concept of the internal labor 
market provides an empirical basis for dis- 
aggregating the problems of labor market ad- 
justment, an approach with which I am par- 
ticularly sympathetic. The initial stage of the 
program this morning will be devoted to brief 
statements by the three principles involved. 
First, John Dunlop will give us a broad over- 
view of the concept of the internal labor market 
and its role in labor force adjustments. 






A BROAD OVERVIEW 

John T. Dunlop, Harvard University 



Dr. Dunlop: May I begin by noting that the 
Manpower Administration dissertation program 
is helping not only to attract young scholars to 
manpower research, but also is encouraging 
summarizing of dissertation work for distri- 
bution and comment by such means as this 
conference. I am very glad to see this innova- 
tion. 

It is important to recognize that training and 
the development of a labor force, in the main, 
are to be conceived as a part of the production 
process. The labor supply side seems to have 
been treated separately, as if it somehow be- 
longed primarily to training directors and to the 
vocational school system. This separation was 
particularly true in periods of high employment. 
But if we are going to live in a world of high 
employment, the simple fact is that manpower 
development and training is an integral part 
of the production process; decisions on pro- 
duction and manpower are highly interrelated 
and cannot be separate. This is a fundamental 
truth of the Doeringer-Piore studies. I like the 
idea of an internal labor market because, 
intellectually, it helps to bring together econo- 
mic and industrial relations, which are too 
frequently separated. While seniority systems 
belong to the area of industrial relations, they 
are also a way by which manpower is moved 
and developed in collective bargaining systems. 
This approach helps tie together economics and 
industrial relations. 

A second point: As I get around the country 
and talk with people, one critical question raised 
is whether we have entered a full-employment 
economy as a more or less permanent structural 
change in our society. There are a few believers, 
but most are unbelievers. We cannot readily 
estimate the great institutional changes that 
would take place in our business world, in our 
unions, in our other institutions, if people be- 
come persuaded that something like a 3- to 



4-percent unemployment rate is normal for the 
future. Probably the only way to persuade 
people is another 5 or 10 years of high per- 
formance. I wish we had time to go into the 
enormous changes in policy making that would 
follow from a recognition of the fact that this 
is not a temporary 1955-56 period, or a Korean 
War or World War II period, but is a normal 
state. For instance, the view on the temporary 
or permanent nature of high employment affects 
the size of admissions to apprenticeship pro- 
grams; it affects the importance of training 
and development in an enterprise and an in- 
dustry; it influences hiring standards; it in- 
fluences wage expectations. Indeed, it has to 
do with every aspect that touches manpower. 

A third point concerns the crucial importance 
in our society of having a job. Once you have 
a job in industry, office work, or transportation 
and so on, many things follow. Adjustments 
take place in the enterprise; adjustments take 
place in the labor force. This underscores the 
importance of preparing people to get a flrst 
job, and I think this defines a major priority 
for public policy. 

A fourth point that everyone should bear 
in mind is that here today we are talking 
about larger scale enterprises. The world of the 
small enterprise needs to be explored a great 
deal more than was done in the work of Doe- 
ringer and Piore, although they looked at some 
small enterprises. Many things I said a moment 
ago are peculiarly applicable to larger enter- 
prises. But a significant fraction of the labor 
force is in small enterprises, and manpower 
development in this area needs exploration. 

Now, my colleagues will summarize their 
studies. I am especially interested in the 
implications for policy and the avenues for 
further work that are indicated by their report 
and Pm sure we’ll return to these themes. 
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THE INTERNAL LABOR MARKET AND 
INTERNAL TRAINING 

Peter B. Doeringer, Harvard University 



Dr, DOBRiNGERi Thank you, When we began 
our research we were interested in analyzing 
the impact of technological chage upon the con- 
tent of production and maintenance jobs in 
manufacturing. As interviewing progressed, 
however, it became increasingly clear that we 
were observing a labor force adjustment proc- 
ess, going on in the short run, to changes in 
technology. This is a dynamic process, inti- 
mately related to production. Neoclassical eco- 
nomic theory was not particularly well-suited to 
analyzing it. We therefore attempted to develop 
a new set of concepts, the internal labor market 
model, to provide the framework for viewing 
the process of adjustment to technological 
change taking plape within industrial enter- 
prises. It also appeared to us that this frame- 
work is applicable to problems of labor scarcity 
and a number of other current manpower 
problems. 

The internal labor market is not new. It has 
existed for as long as production processes 
have been formally organized in any sense. 
But with the advent of larger industrial units, 
modem management practices, trade union in- 
fluences, and the like, the internal labor market 
has become more formalized and more visible. 

When we use the term “internal labor 
market,” we are talking about an administrative 
unit within which labor is allocated by 
institutional rules. For purposes of today s 
discussion, the administrative unit is the manu- 
facturing plant. . _ 

The internal labor market is based upon the 

distinction, made by employees and by em- 
ployers, between the employment rights and 
opportunities accorded to those workers who 
are inside a plant or other administrative unit 
and those who are outside. The internal labor 



market is defined by a series of administrative 
rules and decisions which give it structure, and 
which define the interfaces between the jobs 
contained within a manufacturing plant and 
the external or conventional labor market of 
economic theory. 

Examples of these administrative rules are 
found in promotion and seniority systems, 
which basically serve to allocate labor within 
many manufacturing plants. They define the 
sequence of jobs that workers move through 
as they are promoted, and also the on-the-job 
training sequences within the plant. There are 
hiring jobs or entry ports into these internal 
labor markets. These are the job classifica- 
tions that employers list with the Employment 
Service and in help-wanted ads, or fill through 
informal recruitment. They are the points at 
which employers reach out into the labor market 
to bring workers into the plant. For both entry 
and internal job classifications there are various 
hiring and promotion criteria which are used 
to screen out or to select workers to All job 
vacancies. 

In manufacturing, the distinction between 
the ins and outs really amounts to a distinction 
between which job classifications are entry jobs 
and which are filled internally through pro- 
motions. In the industrial sector the range of 
types of internal labor market or promotion 
structures is wide. For example, in men's 
apparel and in many shoe and textile plants 
there is an open structure, so that practically 
every production job is a hiring classification. 
People are hired from the external labor 
market and put into jobs where they remain 
unless they are laid off; there is little or no 
movement inside the plant. On the other hand, 
in industries such as steel, petroleum, and 
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chemicals, well-defined promotion sequences 
and tall promotion ladders are found; a worker 
is hired as a yard laborer or other unskilled 
worker and, through a series of promotions over 
a period of time, works up into the semiskilled, 
and often skilled, production and maintenance 
jobs in the plant. This type of internal labor 
market is largely insulated from the external 
labor market, because few jobs are filled by 
hiring. 

Most common is a mixture of these two types. 
Employers in many industries will hire into 
low-skilled entry job classifications and promote 
into semiskilled production jobs. At the same 
time they will hire into the more skilled main- 
tenance and industrial craft classifications. 

This structure is important in that it colors 
the way in which the employer views the labor 
market. It determines what kinds of skills he 
trains for himself, and what kinds of skills he 
relies upon some other training institution to 
produce. This could be the public educational 
system, M.DTA or OEO programs, or other 
employers. Since the internal market structure 
determines, in part, where job training takes 
place, it also influences the kinds of qualifica- 
tions, skills, and experience an employer seeks 
when recruiting labor. 

A number of influences impinge upon the way 
the internal labor market is designed, and lead 
to the distinction between the internal and ex- 
ternal labor markets. The first is the fact that 
there are a number of elements of job per- 
formance which relate to information about 
the way the plant operates; the layout of the 
plant, the skills of the job, the kinds of experi- 
ence the job requires, and the like, are unique 
or specific to a particular plant. This is one 
reason why employers prefer to fill certain 
jobs internally. Related to this is the feasi- 
bility, and very often th<* necessity, of providing 
certain kinds of skills and experience Inside a 
plant, on the job, by putting a worker on a 
machine and training him as he produces. 

There are, therefore, certain economic in- 
centives to employers to develop procedures to 
conserve the training which they provide, and 
to minimize additional training. They may 
attempt to reduce voluntary turnover by estab- 
lishing formal lay-off procedures which give 
workers some certainty as to the order in which 



they will be laid off and of the kind of job 
security they have. This creates rights and 
expectations to job security, and often rights 
and expectations to promotion. 

Similarly, judicious design of the internal 
labor market structure will permit employers 
to confine much of the remaining turnover to 
a limited number of entry jobs where the cost 
of turnover, in terms of training and recruiting, 
is normally lowest. Since workers, especially 
new entrants into the labor force, may not 
know a great deal about the employer or the 
type of work involved in a new job, much 
labor market activity consists of exploring the 
world of work. Employers, therefore, prefer 
to limit job shopping to those job classifications 
where the least training investment is required 
for job performance. 

There is also an element of worker appraisal 
involved. Employers utilize screening pro- 
cedures and hiring standards as proxies for 
underlying preferred worker characteristics. 
These proxies suffice for initial selection, while 
the probationary period provides a more 
reliable measure of employee ability. Again, 
economic incentives encourage the confinement 
of on-the-job screening to job classifications 
with the lowest training costs. 

A second aspect of training which is re- 
sponsible for structuring internal labor markets 
Is that skills acquired on one job may provide 
a training base for skills required on other job 
classifications. This internal transferability of 
certain skills also permits an employer to build 
up a reservoir or pool of pretrained or partially 
trained workers who can be readily upgraded 
when employment expands. 

Lastly, there are pressures for employment 
and income security generated by employees 
and their representatives which tend to en- 
courage or to reinforce the external-internal 
labor market distinction. 

It is our belief, basically, that the internal 
labor market and internal training, as I 
have outlined them, are an important, indeed 
a critical, element in many industries, in the 
process by which a rather generally trained 
labor force is adapted to the narrower, specific 
requirements of the job structure of the 
economy. Because many of these processes are 
informal, and therefore difficult to observe, we 



think they have been ignored, or at least under- 
estimated, in labor market and manpower 
research and, as a result, to a large degree in 
manpower policy making. They are evident 
only in employee learning curves, worker pro- 
ductivity measures, and recruitment costs, The 
adjustments are often so informal, by their 
very nature, that employers are not aware that 
this kind of process is going on. To them, they 
are solving production problems, not adapting 
workers. In reality, they are doing both. 

Our view of this process of adjustment is 
that employers implicitly develop manpower 
strategy. Thus, it is possible to identify certain 
forms of employer behavior towards the labor 
market as constituting instruments of private 
manpower policy. Examples of these instru- 
ments are changes in the job structure and the 
nature of the work performed in the plant, 
changes in the administrative rules governing 
promotion and training sequences, changes in 
formal training programs, changes in recruiting 
procedures, hiring standards and screening and 
testing methods, and changes in compensation. 
To these instruments, over which the employer 
has direct control, might be added modifications 
in out-plant training programs operated by 
other institutions, to the extent the employer 
is able to exert influence over the curriculum. 

The employer can select from these instru- 
ments in a variety of ways. Some of the instru- 
ments are substitutes for one another to the 
extent that if you do one thing, you don't have 
to do another. Others are complementary. In 
short, there are a number of combinations of 
instruments available. In the interest of con- 
serving time, and in light of a major policy 
interest of the Department of Labor, we would 
like to concentrate on one specific instrument — 
internal training. We want to emphasize again, 
however, that training is only one part of the 
whole adjustment process. All of the other 
instruments mentioned have to be considered 
along with training. 

If we assume, for purposes of discussion, that 
the job structure of the plant is fixed, then 
there are often technical relationships among 
the jobs in the sense that natural training or 
skill development sequences emerge. Once these 
sequences are identified, an employer is faced 
with a "make or buy" decision when he wants 



to fill a job vacancy in the plant, He has to 
decide whether to train for it by filling the job 
from inside, or to hire a pretrained worker. 
The outcome of this "make or buy" decision is 
a function of (1) the kinds of skills required by 
the production function of the plant; (2) the 
nature of product market flotations and shifts, 
and staffing requirements over the cycle; and 
(3) the nature of the skills and persons avail- 
able in the outside labor market. 

If union pressures, custom, and various costs 
associated with turnover are introduced, into 
the system, then additional barriers are inter- 
posed between the internal and external mar- 
kets, and the natural training sequences become 
reinforced. 

Training is provided within the plant pri- 
marily for two reasons; (1) Necessity as dic- 
tated by the specificity of skills to a plant, and 
(2) efficiency, 

I have already touched upon certain aspects 
of plant skill specificity, either real, in terms 
of the nature of work, or institutional, imposed 
by internal promotion policies generated by 
union activity or by employers 1 unilateral work 
rules. Where these kinds of specificity do not 
technically require in-plant training, there are 
often certain economies which internal training, 
especially that occurring on the job, provides. 

The first of these is that a lot of training 
takes place by proximity to other jobs, or by 
working on related jobs. This sort of training 
is free — an obvious economy. 

Second, a lot of training for semiskilled jobs 
takes only a short period of time— -2, 3, or 4, 
weeks at most. Moreover, the number of 
trainees in a job classification at any one time 
is normally very small. It is, therefore, not 
economical to develop a formal training cur- 
riculum or to have a formal instructor and 
special training equipment. 

Third, subtle changes that occur in the nature 
of equipment and products affect training. 
Workers and industrial engineers make minor 
adjustments in machinery, materials change, 
the nature of the final product's mix changes. 
On-the-job training is very often the only 
efficient way in which a training program can 
be kept current of all of these changes. 

Fourth, there is the obvious economy of 
having a worker in an on-the-job training pro- 
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gram and contributing to production as he 
learns, 

Fifth, internal promotion tends to create a 
reservoir or inventory of skills inside the plant. 
This feature of the internal labor market con- 
tributes to the employer’s ability to meet labor 
scarcities. The fact that an employer has, when 
he wants to expand employment, a certain num- 
ber of pretrained or partially trained people 
inside the plant who can be up-graded, facili- 
tates expansion of plant employment. More- 
over, in a recession, the internal labor market 
can provide a place to stockpile trained em- 
ployees while less skilled employees are laid 
off first. 

The last efficiency of on-the-job training is 
that it is tailored to the individual’s learning 
ability and to the narrow skills required by the 
job. A slow learner, by definition, gets more 
on-the-job training since the training program 
is geared to move along at the rate the worker 
learns. Moreover, a worker is trained in only 
those skills which are needed to perform a 
particular job. 

In addition to having certain efficiencies, the 
internal labor market is flexible enough to per- 
mit adjustments, within limits, to dynamic 
changes in technology and in the external avail- 
ability of skills. This flexibility occurs largely 
through the ability to stretch out learning 
curves as poorer quality people are hired, and by 
developing staffing patterns for new jobs which 
utilize skills already in the plant. Such flexibility 
is, of course, especially important in the case 
of the first generation of a new technology 
when it is impossible, by definition, to hire 
trained people. 

When the need arises, internal training can 
also be formal. A rapid increase in employment 
or a radical change in technology may encourage 
formal programs. Sometimes these formal pro- 
grams are only temporary, being designed to 
teach employees the jargon of a new technology 
and to orient them to a new machine. At a 
later date, as more of the new machines are 
placed in the plant, most employers talk in 
terms of substituting more informal training 
procedures for ^e formal program. 

If the hiring te is increasing, either because 



employment is expanding or turnover is high, 
formal training programs may permit the cap- 
ture of some of the economies of scale which 
are typically associated with such programs. 
Even in these cases, however, formal programs 
often become a duplication of on-the-job train- 
ing procedures with production, in some plants, 
being routed through the “school.” In at least 
one apparel plant surveyed, the trainee, with 
his sewing machine, was moved from the pro- 
gram to the plant floor, an example which 
dramatizes the importance of machine idio- 
syncrasies in the acquisition of skill and in 
worker performance rates, 

Despite its advantages, internal training is 
not without constraints, nor is it entirely free. 
Internal training may run into problems, especi- 
ally in tightening labor markets, because, by 
its very nature, it reduces productivity and 
diverts resources from production. A machine 
may be operated by a trainee at a time when 
the full production from that machine is needed, 
and supervisory effort may be diverted at a 
time when plant and equipment have to be 
pushed to the very utmost. These factors con- 
strain the number of people who can be in 
training on the job at any particular period, 
and the rate at which a plant can absorb new 
trainees. Recently, some employers in expanding 
enterprises expressed the feeling that this con- 
straint has become operative and that they are 
now slowing down their hiring because they 
cannot train people any faster. In such cases, 
there is a stretching out over time of the labor 
force adjustment that takes place. 

The costs to the employer involved in the 
adjustment process therefore are reduced pro- 
ductivity, material wastage, machine down-time, 
and supervisory skills. There are also adjust- 
ment costs associated with recruitment and 
changes in screening procedures. One way an 
employer selects his manpower strategy from 
among these adjustment instruments is to 
appraise, informally, the costs involved. 

I think at this point, I should stop and leave 
it to Michael Piore to tie together the loose 
ends of this discussion by telling you about the 
process by which an employer may develop his 
manpower policy. 
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MANAGEMENT REACTION TO CHANGED CONDITIONS 



Michael J. Plore, Massachusetts Institute of Technology 



Dr, Fiore: My job is to pick up the pieces and 
direct them toward the problems of public 
policy. I would like to do this in terms of 
management’s reaction to a tightening labor 
market and the absorption of disadvantaged 
groups. I do so partly because these seem to be 
the problems of most immediate policy concern ; 
partly because the nature of the firm’s adjust- 
ment to changed conditions can be seen more 
readily in terms of these problems than in 
terms of the problem of adjustment to techno- 
logical change, which we focused upon in our 
report. 

A tightening labor market means, to plant 
management, increasing difficulty in meeting 
its labor requirements; job applications tend 
to decline and turnover to rise. Management 
may react to these pressures through adjust- 
ments in any of the variables connecting the 
internal and external labor markets: screening; 
recruitment and training procedures; hiring 
standards; and, of course, compensation. Or 
management can sit tight — accepting higher 
turnover, working overtime, or, perhaps, cur- 
tailing production. 

Some of these reactions are more conducive 
to the achievement of the Nation's economic 
goals than are others; some reactions are, in 
other words, more desirable than others. The 
basic strategy of public policy is to induce the 
plant to react in a socially desirable manner. 
Under most circumstances this means through 
reduced hiring standards and increased train- 
ing. These reactions tend to relieve underlying 
labor scarcities. A reaction through increased 
wage rates, in contrast, will tend to set off a 
wage spiral in the community but does little 
to increase the total labor supply. In labor 
surplus areas, increased recruiting efforts may 
be desirable, but such efforts frequently lead 
to a situation where plants draw labor from 



each other, generating a turnover spiral in the 
community which, like a wage spiral, does 
little to relieve the underlying scarcity. 

If plants are to be induced to rely more 
heavily upon reduced hiring standards and 
increased training, it is necessary to under- 
stand management’s views of these two 
variables. 

Let me begin by emphasizing the character- 
istics of the in-plant training encountered in 
our study. The important characteristics are 
threefold: (1) The training was highly in- 
formal, (2) it took place on the job, and (3) it 
took place in the process of production. Of these, 
the informality of the training process was most 
striking. Plants clearly are not reproducing 
the educational process that goes on within the 
schools. Even where the material taught is the 
same, the process through which it is taught 
is qualitatively different. But management 
typically does not know what that process is; 
they tend to describe it in such vague terms as 
"osmosis,” "exposure,” "hanging around” and 
"working your way up through promotion.” 

Formal material which could be connected 
with training was seldom used. Job descrip- 
tions, for example, were primarily instruments 
of wage administration and hiring policy, not 
training. Instruction manuals were rare, and, 
when they existed, actual training usually short- 
cut the manual procedures in one way or 
another. 

Thus, to stylize the in-plant training process, 
it is the direct transmission of job skills, orally 
and by demonstration, from the incumbent (or 
experienced) worker to his inexperienced 
successor. 

The training process frequently involves 
temporary substitutions in the process of pro- 
duction. The initial job is, in effect, broken into 
skilled and unskilled tasks. The trainee per- 
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forms the unskilled tasks? the experienced 
worker supervises the trainee and does the 
more highly skilled components of the original 
job, As the trainee progresses, he is given in- 
creasingly highly skilled tasks? the experienced 
worker takes back some of the lesser skilled 
parts of the job. In the end, the original job 
has been reconstructed and the new worker 
fully trained, There is, in other words, a short- 
run change in the character of the jobs which 
leads to a longrun change in the character of 
the labor force. 

This is, as I said, a stylized view of the pro- 
cess? there are a number of variations. 
Frequently it is the foreman, rather than an 
experienced operator, who does the training. 
Vestibule training is fairly common. It amounts 
to little more than a separate production line 
for new workers, paced to their capabilities 
and closely supervised by experienced person- 
nel, Some programs are formalized, in the sense 
that the trainee is moved through a presched- 
uled series of jobs. In all of these variations, 
however, the basic characteristics remain 
essentially unchanged. In formal training pro- 
grams it is the sequence of job assignments, 
not the training process, which is formalized. 

The nature of the training process has 
several implications for managerial decisions 
in a tightening labor market. First, as Professor 
Dunlop said— and I don't think you can over- 
emphasize this point— training is, from manage- 
ment's point of view, a byproduct of production. 
On a theoretical level, it is true, training and 
production are joint products? they are pro- 
duced together. But this is not the way manage- 
ment views the process. Management regulates 
production; training happens automatically. 

This leads to a second points Management 
finds it difficult to separate training costs from 
production costs, and does not usually do so. 
The costs of training appear as production 
costs; they are not separately identified. The 
cost of production is identified and training 
costs are diffused throughout various produc- 
tion indices: labor productivity, materials con- 
sumption, machine downtime, and the like. 

This leads one to view with considerable 
skepticism programs lesigned to subsidize 
training or to insure employers against the 
risk of higher training costs associated with the 



employment of disadvantaged groups. Such pro- 
grams attempt to provide a cost incentive for 
management to train when it does not view 
training explicitly as a cost item. In fact, the 
programs attempt to get management to change 
a procedure which it does not recognize as a 
procedure at all. 

More fundamentally, we would like not only 
to induce plants to lower standards and engage 
in additional training, but also to make it 
efficient for them to do so. Actually we are ask- 
ing the plant to develop new techniques for 
training people with whom it has not dealt be- 
fore, We are trying to get plants to innovate, 
to speed up the training process, to reduce its 
costs, and to adapt training to new kinds of 
people, just as a manufacturer tries to speed 
up production, reduce its costs, and adapt its 
products to new uses. But we are looking for 
innovations in a process which we don't begin 
to understand as it currently operates. 

I don't mean to overemphasize this point. 
Plants do, under some circumstances, recognize 
training explicitly, attempt to identify its costs, 
and look for innovations which will reduce costs. 
They do this when a new plant is opened and 
the direct transmission of skill between genera- 
tions of workers is disrupted. They do so where 
major technological changes occur. And some 
plants which have been under continuous labor 
market pressure for a long time have done so. 
But these coses are unusual, and under normal 
circumstances the pressures required to induce 
plants to reexamine training may be intolerable. 

Let me turn from training to hiring stand- 
ards. The problem of inducing a firm to reduce 
its hiring standards is very similar. Most 
hiring standards are not really hiring stand- 
ards at all, but screening procedures. They are 
designed to select from the applicants a group 
of people with a high probability of successful 
performance on the job. The selection is often 
done through the use of proxy variables; 
variables not functionally related to job per- 
formance, but which the plant knows from 
experience to be correlated with job perfor- 
mance. A high school diploma, for example, is 
frequently required not because of the material 
taught in school but because people who have 
completed 12 years of education generally show 
up on time for work and are not absent too 
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often. In many cases, management does not 
even know this much about what makes a 
worker “good,” When you ask a firm to reduce 
it hiring standards, therefore, you are asking 
it to enter unknown territory. And, in this 
area, management has great fear of the un- 
known. 

The existence of the internal labor market 
tends to increase resistance to lowered hiring 
standards by imposing a barrier to experimen- 
tation. It does so, first, because once you get 
somebody into the plant, you cannot get him 
out. In union plants, disciplinary procedures 
confine the employer’s right to discharge a new 
employee after a limited probationary period. 
In non-union plants, similar restrictions are im- 
posed by custom ; other workers get to know a 
man and, once they do, it is extremely disrup- 
tive to plant morale to fire him, 

A second barrier to experimentation is “pro- 
motion from within,” When you are hiring a 
man into a promotion ladder, and he will reach 
the top of that ladder in 10 or 15 years, you 
won’t know the effect of reduced hiring stand- 
ards until the end of that period. Small-scale 
experiments lasting 6 months to a year — how- 
ever successful — are unlikely to induce a whole- 
sale revision of hiring standards. 

Resistance to lowered hiring standards has 
been further strengthened by World War II 
experience. That experience convinced econo- 
mists that hiring standards can be reduced. 
And it certainly does show that, under extreme 
pressure, they will be. But the lesson which 
employers draw from the wartime experience 
is that such adjustments can be disastrous. 
They understand that lesson in very specific 
terms: they speak of it in terms of individuals 
whose work is completely unsatisfactory but 
who entered the plant in World War II and are 
still around. 

I would like to add two or three general 
points about how to induce plants to absorb 
groups of workers they have previously barred. 
First, both in training and in reducing hiring 
standards you are trying to get plants to do 
something they have never done before. This 
is a process, first of discovery, of looking for 
new techniques; and, second of demonstration, 
of convincing management that the new tech- 



niques, once discovered, work. The second prob- 
lem, that of demonstration, is, in many ways, 
as difficult as the first. To me, this remains one 
of the great mysteries. But I do think I can 
identify certain ideological barriers that must 
be overcome. One of these is the belief of almost 
every plant and company that it is different. 
If you come to a manager and say, “You ought 
to try this new training technique; such and 
such a plant used it very successfully; they like 
it a lot,” the manager will tell you about his 
company's unique corporate philosophy. In 
developing and diffusing new techniques, it is 
important not to be taken in by the mystique of 
plant uniqueness. There is, of course, some 
truth in this mystique; but there are also 
general factors, common to all plants, and it 
is these general factors that we must look for 
and emphasize. 

A second ideological barrier to diffusion is 
the belief that the only good things are the 
things which you pay for. This is one of the 
major barriers to the diffusion in private in- 
dustry of techniques developed by Government 
under the Manpower Development and Train- 
ing Act and the Office of Economic Opportunity. 
Because the Government developed these tech- 
niques, and they are free, they can’t be worth 
much. I don’t know how to overcome this. 

I would like to end with a few words about 
the large company-small company dichotomy. 
We looked primarily at plants owned by large, 
multiplant concerns. There is a great danger 
in overgeneralizing from a sample of this kind. 
But there are, I think, certain aspects of small 
company policy for which our work may have 
relevance. There appears to be a kind of turn- 
over syndrome in the low-wage sector of the 
economy. Plants in this sector hire people with 
poor work habits, people with a tendency to 
job hop either because they can't adjust to 
regular employment or because they pose dis- 
cipline problems and are repeatedly discharged. 
But these poor work habits are reenforced by 
managerial policies. The low-wage sector is 
composed largely of small plants which are not 
well managed. The executives wear many hats. 
There is no personnel manager and little atten- 
tion is paid to personnel policies. These plants 
have no orientation program for new workers 
and make no attempt to train their foremen. 
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Young men sometimes leave jobs, lor example, 
when they get sick and miss a day's work only 
because they think that if they miss a day, 
they are automatically fired. It is possible for 
a man to work in a whole series of these low- 
wage plants and never be told about "calling 
in” when he is sick. The plants, on the other 
hand, ascribe their high turnover to the charac- 
ter of the labor force. The low-wage sector, in 
other words, is a sector in which it appears 



that the character of the plants reenforces the 
character of the labor force. 

This is an important area for further re- 
search, It should be possible to reduce labor 
turnover significantly, increase labor produc- 
tivity, and improve the work habits of the labor 
force simply by applying in small concerns the 
personnel techniques already known and utilized 
by large concerns. 

On that note, I will turn the program back 
to the chairman. 
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DISCUSSION 



Dr, Weber: The main concepts and ideas have 
been laid on the table, and I think we should 
proceed to a discussion of some of the implica- 
tions, First, shall we address ourselves to the 
question of the adequacy or analytical validity 
of the concept of the internal labor market as 
it was developed in the report and restated in 
general terms here. Then, given the acceptance 
of the analytical and operational validity of 
this concept, I'd like to turn the discussion to 
policy implications. 

Mr. Arnow: I have no question about the valid- 
ity of the concept. X think the questions which 
arise are how to define and apply it, and how 
broadly it should be viewed. 

The discussion has opened up some interesting 
new areas. From the point of view of public 
policy, I suppose it is fair to say that such 
policy is generally concerned with the market, 
whether it is aggregate policy or policy with 
respect to specific aspects. It assumes the 
operation of institutions and is concerned with 
how changes are effected at marginal points. 
I was glad to see, in this respect, that Mr. Piore 
takes the general internal labor market ques- 
tion and brings it down specifically to the 
marginal areas that are particularly concerned 
with public policy. At some future time we may 
be concerned with broader aspects, but certainly 
the main focus of attention is at the margins 
at this point. 

Still, several questions arise. Looking at the 
internal labor market from the point of view 
of the employer and his instruments leaves 
open the public policy questions + hat are par- 
ticularly related to workers at the margin. What 
happens to the people screened out through the 
various processes at work? What happens to 
those who are let in during periods of high 
employment? What happens to them as they 
progress through the plant, and what can be 



said about them in terms both of what we know 
and of what additional research efforts we can 
mount? Why are they now let out and to what 
extent should the standards applied to the 
screening processes be subject in some cases to 
reexamination in light of what we know? Work 
is going on in this area of supply. There are 
some very interesting things being done in the 
area of discrimination. 

I was interested in the proposition that many 
of the training programs of the Government 
are, in effect, a substitute for screening devices 
—that their main purpose is not necessarily to 
train but to screen. The idea is that because a 
person has gone through a training program, 
although he might have been ruled out by an 
employer's test, he is now accepted as being 
appropriate for consideration. We might ask 
whether there are other areas to which we 
might apply the same rules. A person, for ex- 
ample, has not gone through high school and 
would fail a test, but he has served in the Armed 
Forces and been given an honorable discharge. 
Under what circumstances should he be re- 
garded as having an equivalent of a high school 
diploma from the poir.fc of view of testing? 

But several other ranges of problems that 
relate to what you might call the adjuncts of 
internal labor market policy come into the 
picture, particularly when we think of the prob- 
lems of the disadvantaged and the fact that 
often and increasingly they, as a labor supply, 
are not located where the plants are. This 
raises problems that go beyond the areas of per- 
sonnel policies, which are essentially the areas 
considered in the discussion. Is plant location 
policy, for example— with plants locating miles 
from available housing or transportation for 
the disadvantaged— a factor that must be con- 
sidered from a different and broader point of 
view? Is this an area which Government policy 
should affect? In some respects, plant policy 
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has been concerned with such things. It is a 
truism that a plant locating on the outskirts of 
the metropolitan area buys as much or more 
land for parking facilities as it does for the 
plant proper. Parking is given attention. Years 
ago, housing was given attention. Do housing 
and transportation have to come back into the 
realm of internal labor policies in an area of 
full employment? 

A series of problems relate to points that 
Mr. Piore mentioned concerning the hiring of 
the disadvantaged. They were hired during 
World War II, of course, and in many cases, 
may have reached the top of the ladder, par- 
ticularly in plants with plant-wide seniority. 
Being at the top of the seniority level auto- 
matically entitles men to certain positions that 
management may feel they are not ready for. 
What specific techniques of training or what 
special techniques of adaption can be applied 
as people come up the ladder? There is also the 
special problem of dual or discriminatory 
seniority ladders that exist where there are 
discriminatory actions against any minority 
group; and then there is the problem of pension 
plans that in fact discriminate against older 
workers and close possible ports of entry to 
them. 

I have a few other questions relating to the 
report's conclusion that adjustment to techno- 
logical change seems to be working out in a way 
which indicates that concern over such change 
in the recent past was exaggerated. I think it 
was exaggerated, but I think the conclusion 
boldly stated in the report is also exaggerated. 
It tends to minimize the problems of techno- 
logical change that go beyond those which can 
be handled by an internal plant investment 
policy. Many problems of technological change 
affect not only the internal plant but the entire 
industry. These, in a way, are key problems — 
the process of technological change on the farm 
giving rise to movement of people to the larger 
cities, this in turn giving rise to the number of 
disadvantaged, and so on. This must be 
recognized, or the statement can be used out 
of context. 

DR. Fine: I am an industrial psychologist and 
not an economist, and that is the way I have 
been listening here. In that context I find that 
much of what I have been studying, learning, 



and teaching in training programs for the past 
25 years as a personnel psychologist is given 
a new name, the internal labor market, I am 
trying to understand what value this has. It 
probably has value, because one of our prob- 
lems over the years has been trying to demon- 
strate to industry that training actually has a 
cost, We, of course, had a selfish motive. We 
used all kinds of selection and testing techniques 
and we wanted to prove that we were intro- 
ducing something efficient which would reduce 
training costs. But we never made a very good 
case because we never had accurate figures. Now 
that the economist is concerned about the issue, 
we may be able to get cost figures and demon- 
strate the worth of industrial psychology 
practices. 

As far as implications are concerned, it seems 
to me that w , have been dealing with what you 
are talking «tuout (without calling it internal 
labor market) for a long time. Back in 1939, 
in order to deal with the labor market, the 
Dictionary of Occupational Titles was published, 
with perhaps the naive assumption that workers 
could move freely in and out of every one of 
the more than 20,000 job categories listed. Very 
quickly we found that this was not so, and we 
had to develop an entry occupational classi- 
fication system, along with the whole concept 
of entry occupational categories and require- 
ments. In the process of doing so we became 
extremely conscious of the different entry prob- 
lems for different areas of the labor market. 
Over the years these findings have been de- 
veloped and systematized considerably and now 
they are built in as an integral part of the new 
occupational classification system. The second 
part of the code in the new system, for example, 
shows the movement of people from lower or 
entry levels of skills into higher levels. My point 
is that we have been pursuing the implications 
of your concept of the internal labor market for 
a quarter of a century, and have developed a 
better understanding of the fact that there isn't 
free movement in and out of all jobs but that 
there are very definite ports of entry. 

DR. Somers: There are some key questions 
concerning the port of entry which must be 
answered if this concept is to be a valuable 
operational tool in analyzing the working of 



9 



P 



18 



the labor market. For example, it is very 
important to know how long workers, newly 
hired, stay in port of entry jobs. It is quite 
possible that employers who hire these workers 
are really thinking not of the job they are hired 
into but of two, three, four or five jobs up 
ahead. If workers stay at the port of entry 
briefly, this makes a very different situation 
than that in which they stay there permanently. 

I wonder if the authors picked up any data 
on the length of time workers stay in the ports 
of entry. If *c's true that most employers do not 
expect the worker to stay there for any length 
of time, then the port of entry concept under- 
goes change, and factual data on this point 
would be useful in making the concept more 
operational. 

The second point concerns the effect of full 
employment, as discussed in their study. The 
study was conducted in a loose labor market, 
and most of the questions we are talking about, 
most of the policy implications for training and 
so on, are germane to tight labor markets. It is 
almost a truism to say that training finally 
comes into its own when many job vacancies are 
to be filled. What happens to the ports of entry 
as the labor market tightens? Do the ports of 
entry increase very substantially, as I suspect 
they would when there are scarcities every- 
where along the line, when the employer can 
move a worker from job “A" up to job “B” in 
the internal labor market only by creating a 
serious shortage at lower levels? I would think 
that if he could find workers with any skill in 
the external labor market to fill these open jobs, 
he would hire them when he has a labor 
situation as tight as it is now, let us say, in 
Milwaukee. Employers will hire workers from 
the external labor market for almost any job 
if they can find skilled men who come anywhere 
near the required qualifications. 

There are also counter arguments. It may be 
that the actual hiring into ports of entry is 
reduced, and employers concentrate more on 
internal training when the external labor mar- 
ket gets tight. These two items then need more 
empirical work: the length of time workers 
stay at ports of entry, and the effect of a 
tightening labor market on ports 01 entry. 

DR. Weinstein: Tt strikes me that the firm's 



problem in manpower is analogous to the firm's 
inventory investment problem, only the capital 
stock here is human capital. Three possible 
external conditions affecting the demand for 
labor are decline, steady state, and growth, 
each with varying expectations. Thus, the firm 
can meet the changing, say increasing, demand 
by utilizing its capital more intensively through 
overtime, or by hiring workers at various points 
along the line. The options are numerous, and 
the concept of the entry point should not be 
fixed. As said repeatedly in the report, these 
points are not immutable. 

As Dr. Somers said, an area very much in 
need of research is how these entry points will 
alter under various economic conditions. The 
model to determine the optimum sets of policies 
a firm might adopt to meet its needs may well 
be quite complex. Such variables as the state 
of the national economy, as well as relevant 
subeconomies or markets, would undoubtedly 
be significant. The entry strategy of a firm in 
a small community, where it may be the only 
source of employment for some skilled trades, 
will differ from that of a firm in a metropolitan 
labor market where it faces the alternatives of 
bidding away skilled workers from other em- 
ployers, as well as training raw recruits. In 
meeting these needs, I see the firm as a mecha- 
nism more sensitive to cost than was ap- 
parent in the paper prepared for this session, 

DR. Wool: I found the report's theoretical 
formulation quite challenging even though, as 
has been mentioned, the substance of the insti- 
tutional process described and the elements of 
this process have in fact been the subject of 
intensive study by separate disciplines — such 
as industrial psychology, industrial engineering, 
cost accounting, production engineering and 
personnel management. An important contribu- 
tion is the fact that the economists are attempt- 
ing to look at the internal personnel process 
as a system, as a model, and in turn, comparing 
this with the alternatives available for man- 
power development and training. 

In the Department of Defense we have the 
largest internal labor market in the country, 
perhaps in the world. It has certain unique 
characteristics. 

DR. Dunlop: Certain ports of entry too. 
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DR, Wool: The ports of entry are narrow, New 
entrants come in in two streams, with minor 
exceptions. They come in at the bottom of the 
enlisted ranks or the bottom of the officer ranks 
from two very different sources in the civilian 
population, and the whole process, subse- 
quently— with some exception in recent times— 
has been one of internal progression. All terms 
used here, the strategies concerning recruiting, 
selection, advancement, career management, 
and training, are very much a part of this sys- 
tem, and clearly have costs and clearly have 
alternatives. We in the Department of Defense 
have a mass of internal data, with vast poten- 
tial for analysis. We do have one major obstacle 
from the standpoint of economic analysis, and 
that is the production function, which is ex- 
tremely difficult to measure. In other words, 
given the nature of the outputs involved, it is 
extremely difficult to measure the ultimate 
“pay-off" from different input strategies. 
Within this very serious limitation, the people 
who have studied this process have faced up to 
the need for a total model, particularly in terms 
of certain policies and programs which have 
received top administration attention. 

For example, in our project called Project 
One Hundred Thousand, we are deliberately 
lowering mental and educational entrance stand- 
ards and generating in this process a cycle of 
consequences for the entire personnel system. 
We are also establishing a huge data bank in 
which we are, literally, going to measure what 
happens to each individual accepted under these 
standards, as compared to control groups. If 
you take this one key decision, the change in 
selection standards, one has various possible 
criteria in attempting to measure the conse- 
quences for the "firm.” From the standpoint 
of the unit commander or the line supervisor, 
who doesn't normally consider what it costs 
to develop and train his men, the concept of 
“optimization” is to get the best trained man 
he can for the job he has to do. For the military 
service as a whole, there are various other 
costs to be considered. For example, the more 
educated man, who is higher up the ladder in 
terms of training and adaptability, is also the 
least likely to stay with the military. You thus 
have a trade-off here of the cost of the greater 
turnover generated by higher standards, which 



has to be considered as part of the system. 
Finally, and an equally important measure, 
from the standpoint of a government agency, 
is the possible fiscal cost to the Federal budget, 
narrowly derived, or the social cost to the 
economy as a whole of alternative selection 
policies. Viewed in terms of budget costs, the 
fact that the Federal Government has adopted 
responsibilities for manpower development and 
training means there are measurable costs in- 
volved in not training people in military service, 
and in training them under other programs. 

A relevant question is : Which is more effective 
in terms of attaining overall governmental 
objectives? You can even broaden this choice 
to social costs outside the narrow framework 
of the budget. I think that what we are trying 
to reach for here is a lotal model including all 
of these variables, an attempt on the part of 
top management, whether within a firm or 
within the Government, to get the full cost 
consequence of these alternatives in a broader 
sense. 

MR. McMillen: Was there any attempt made 
by the authors to analyze or take a look at the 
contributions being made by individuals trained 
by the Defense Department through vocational 
education or MDTA programs, or in private 
industry? How will the people already trained 
in an entry level occupational skill affect the 
port of entry, and what are the contributions 
they are making to the labor force? How many 
individuals now in the labor force have com- 
petencies acquired through public and private 
training activities and how do they affect 
the in-plant training problems discussed? When 
these individuals are employed, are their skills 
and abilities considered in terms of the immedi- 
ate and long-range needs of business and in- 
dustry, and what is the relationship of their 
competencies to the in-plant training programs? 

Dr. Weber: It is appropriate now that Dr. 
Doeringer, Dr. Piore, and Dr. Dunlop comment 
on some of the remarks that have been made. 
However, before that let me summarize some 
of the points. 

One is the point that the internal labor mar- 
ket is most significantly viewed within the 
framework of the total personnel system. 

Two, there is some concern about the theoret- 
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ical basis for cost calculations in deciding 
various policy alternatives and adjusting them 
in the internal market— particularly, social 
costs and the private cost, 

Three, there were comments associated with 
better definitions of the concept of the “port 
of entry," What is it? How does it vary? 

Four, there is some feeling that although we 
are talking about the internal labor market, we 
have to keep in mind certain relationships be- 
tween the internal labor market and changes 
in external variables. One of the important re- 
search problems is to identify the relationships 
between the two. 

Last was a comment that the theory as 
presented implies that all entrants into an in- 
ternal labor market are equal ; but in fact, each 
person comes to an internal labor market with 
a different stock of skills or potentials, which 
reflect prior training from various sources — 
MD-TA, vocational education, learning at 
mother’s knee, and so forth. Therefore, in as- 
sessing the nature and behavior of internal 
labor markets and the performance of indi- 
viduals in these labor markets, account must be 
taken of these prior individual differences, 

Well, with that, let us go ahead. 

DR. Doeringer; Let me address myself to two 
segments of the discussion. One is rather nar- 
row and technical, relating to the ports of entry. 
I would expect that any attempt to ident'fy and 
codify entry jobs in a manual such as the 
Dictionary of Occupational Titles would run 
into the problem that, once written down, they 
may change in response to certain predictable 
changes in the economic environment. That is, 
if you identify entry jobs — and you can’t do it 
by just looking at skills— you must identify the 
jobs hired into for certain industries, or identify 
some classification in a large group of industries 
that have common types of entry ports. But 
this can, and perhaps does, change over the 
business cycle. Therefore, you may be talking 
about a different manual for each phase of the 
cycle. For that reason, I would be Interested in 
hearing some more about how persons respon- 
sible for putting together such a manual take 
care of the dynamic aspects of the internal 
labor market. 

In response to the more direct question of 



what happens to ports of entry over the cycle, 
we did not address ourselves to that question 
in this report because we did not have much 
of a cycle during the research period. More 
recently, however, we have been able to get 
some kind of a feel for this question and it 
doesn't appear that there is too much change, 
in terms of the formal structure, on the basis of 
a narrow sample, Small changes take place, 
mostly when an employer has the right to hire 
at different levels in the job structure, subject 
to the qualification that promotions be made 
from within if an employee is qualified. This 
whole notion of qualifications, or when you can 
hire and when you have to promote internally, 
may be sensitive to the cycle. 

You can argue that, where there is much 
unemployment, offering a job vacancy to some- 
body who hasn't been in the plant and doesn't 
have any employment rights is going to be 
a tricky thing in terms of industrial rela- 
tions, During the expansion phase of the cycle, 
if the limits of the internal training process are 
reached, a dual system of both internal pro- 
motion and the establishment of some new 
entry ports may emerge, with some “one-shot" 
vestibule training to provide the skills and 
experience normally developed through on-the- 
job upgrading. That does, in fact, occur to some 
extent for semiskilled jobs in situations where 
there is a very rapid expansion in employment. 
You also find in tight labor markets that em- 
ployers who normally hire skilled workers from 
the outside market may have entry ports for 
electricians, machinists, painters, carpenters, 
and the like, but that they are inoperative be- 
cause these skills are not available. Instead they 
may be trained for internally. In the auto in- 
dustry, for example, they have institutionalized 
this process so that, to obtain tool and die men 
in tight labor markets, the hiring process is 
supplemented by a special upgrading program. 
My feeling is, therefore, that some very slight 
changes in entry ports occur, but probably only 
under great hiring strains. 

Dr. Dunlop: That is right, but I think you 
stated the point a little sharply. If the ports of 
entry are so fluctuating that they change at 
random or change very greatly, then the idea 
isn't any good. The reality is that there is great 
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stability in the ports of entry. The rates of flow 
through the ports may vary here and there and 
you may get some adjustments, but in general 
there is considerable stability. 

There is a whole part of this research not 
reported on here, which has to do with the 
configuration of various types of internal labor 
markets. For instance, the market-wide 
apprenticeship committee is an internal labor 
market with a port of entry through the joint 
committee, A seasonal industry has very dif- 
ferent patterns, and the internal labor market 
is analytically easy to explain. Why is it that in 
seasonal industry you have a great many ports 
of entry? Because with seasonal changes in 
employment, a cutter cannot all of a sudden 
become a seamstress, and a seamstres* - 4**ot 
transfer from machine to machine and preserve 
efficiency. You lay off employees into the ex- 
ternal market, and you have entrances at all 
of these points in seasonal industry. On the 
other hand, in industries with very expensive 
capital equipment, there are typically long 
ladders of promotion to save costs as employees 
move up or down. You can examine various 
types of internal labor markets and explain why 
they have their particular configuration, and on 
the whole there is considerable stability in any 
one type. There is some adjustment, of course, 
as the external market tightens or loosens. 

I agree that employers do not hire people 
with the immediate job alone in mind. Indeed, 
one of the most interesting industrial relations 
questions concerns whether an employer can 
refuse a promotion to a man who can meet job 
“C” on a promotion ladder but is unlikely to be 
able to meet the job requirements above that. 
That is a standard question under agreements 
and a question raised in arbitration, There are 
very different philosophies as to whether, to be 
promoted, an employee is to be judged in part 
upon the capacity to reach jobs above the 
immediate one in question. It is a crucial ques- 
tion in terms of the way internal labor markets 
work. 

Now, regarding the discussion of the mili- 
tary — I quite agree with what Mr. Wool said. 
In fact, in a paper prepared for a New York 
conference in 1965, I developed the notion of 
the military as internal labor market. Professor 
Thomas Shelling and I have been working on 



this over the last semester. You can apply the 
concept to a university, a church; the rules 
relating to internal allocations of manpower are 
applicable to many situations. But if the ports 
of entry do not have a high degree of stability 
the concept is of little value. 

MR, Biermann; What I am going to say is 
basically from experience in the Office of 
Federal Contract Compliance in dealing with 
minority groups. I don't intend to imply that 
our experience covers all the people that the 
Manpower Administration deals with. We have, 
however, come to two conclusions in seeking 
to find equal opportunities for minority groups. 
One is that certain institutions minority groups 
face are sometimes more “discriminating" 
than management. Seniority, for instance, may 
be based on job seniority or departmental sen- 
fority, and the minority employee may not have 
had an opportunity to get into that job or into 
that department. In such a case, the system be- 
comes a discriminating institution. When you 
have dual lines of progression, with Negroes and 
Mexican Americans in one and whites in 
another, that, too, is a discriminatory institu- 
tion. So, I don't think we should propose train- 
ing programs for impoverished people but ex- 
clude from our concern these kinds of institu- 
tions as being untouchable. 

Secondly, I don't think management is 
satisfied that it is getting the kind of people 
it wants through the screening process. We 
have found that institutions cause more trouble 
in getting minorities hired than any manage- 
ment we have ever had to deal with. Let me 
refer specifically to testing. I am sure you 
found in this study that management relies 
more than ever on the ability of the applicant 
to pass test requirements. And I will say — and 
use a conservative figure — -that in 90 percent 
of the cases such tests have never been vali- 
dated. There is no reason to believe any 
relationship exists between performance on the 
test and performance on the job. Usually the 
minority candidate fares in a much poorer 
manner in tests than the nonminority candidate. 
As a result, the minority candidate is not hired, 
or if he is in the work force, he is not promoted, 
because many times promotion is also based up- 
on testing. So, the Office of Federal Contract 



Compliance is in the process of issuing an 
order that requires Government contractors, 
before they continue to use tests which have 
resulted in disproportionate failure rates among 
minorities, to have those tests validated in 
a professional manner. The implementation 
of that order is going to take some time and 
we are not in the business of telling all 
American industry they have to stop testing. 
But we are saying that invalid tests should 
not impede minority employment and promotion. 
Institutional organizations, in addition to 
the desire of management to adopt training 
programs, should also be a cause for discussion. 

I think, for instance, that a testing program is 
as much an impediment to a poor person as to 
a minority person, Our experience is that the 
port of entry itself, as an institution, should 
be cause for study and possible change. 

Mr. Williams: I would like to pursue Mr. 
Piore's statement that he doubted the validity 
of insurance schemes to get firms to hire dis- 
advantaged workers. Let me start from the 
premise that most of the jobs we are talking 
about at the entry level are well within the 
competency of most of the disadvantaged 
people we would hope to reach in an insurance 
program as well as other antipoverty programs. 

Dr. Doeringer: It depends upon how you define 
competency. Do you mean in terms of manual 
activity? 

Mr. Williams: I am talking about competency 
to do a first level blue-collar job. Here again, 
Mr, Somers 1 and Dr. Dunlop's comments as to 
the level of jobs at which people are being 
hired is relevant. Are people whose qualifica- 
tions seem to indicate promotion several steps 
up the job ladder being hired? If you are going 
to plan to make the disadvantaged person more 
desirable, you have to know the hiring criteria, 
and what those criteria are meant to screen 
out. 

The authors make a statement relevant to 
this problem of the criteria that seem to rule 
out many of the poor: “Firms imposed educa- 
tional qualifications for employment because 
they believed that these qualifications would 
select a group of candidates who would perform 
well on the job. They knew surprisingly little, 
however, about the relationship between the 



formal educational curriculum and job per- 
formance. At best, the hiring standards were 
derived from crude and unusually intuitive or 
‘horseback' correlations between educational 
attainment and performance," 

I would go one step further and say we 
know little about the relationship of demo- 
graphic factors and job performance. So, in 
a sense, what we are talking about is not any 
hard and fast standard, provable in empirical 
terms. Rather, what seems most relevant is the 
employer's perception of the disadvantaged 
person. Then the key program question becomes, 
How do we do something that affects the per- 
ception of the employer in terms of these 
disadvantaged people? 

Skipping back a minute to the point con- 
cerning the need for developing methods of 
risk reduction, since hiring disadvantaged 
people is perceived as high risk, some of the 
antipoverty and training programs aim at a 
form of risk reduction. For example, the skill 
component of work experience in the New 
Haven Community Action Agency NYC pro- 
gram was less important to employers than the 
evldance that the person was dependable. The 
New Haven Community Action Agency had 
built a reputation in the community for giving 
good information concerning the individual 
participant's work habits. In a sense, the or- 
ganization was a risk reduction factor. 

In any insurance scheme the key question is, 
What are we insuring against? What is it that 
employers fear? Certainly it is not the lack of 
skill on the first job. This seems clear from the 
Doeringer-Plore report. I think what bothers 
employers is whether the disadvantaged will 
fit in, and whether they can progress up a job 
ladder. 

Let me close by saying it Is pretty obvious 
that the immediate delivery point, in the port 
of entry, is not too important. People meet these 
skill levels; that is clear. What are the other 
things that confront us beyond this first skill? 

DR. Weber: Thank you. Let me just say that 
both the report and the discussion are replete 
with generalizations concerning employer be- 
havior. I think the time is ripe to call on 
management people to see if the academic 
approach, whether in Government or univerai- 
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ties, accurately describes the behavior and 
perception of management. So, if I may, I 
would like to call upon Mr. Smith from Western 
Electric and Mr. Fryer of Xerox. 

Mb. Smith: I find that based on forty years 
experience, the conceptual papers presented 
here this morning are a reasonably accurate 
description of what actually goes on in a large 
manufacturing concern, 

I agree that the testing process is ;*ot an 
evaluation of the potential skill generally re- 
quired for port of entry into blue-collar jobs. 
It is a screening process which, combined with 
the interviewing process, is designed to weed 
out the dull, the not alert, those not judged to 
be competent, under simple instructions, to 
learn and perform satisfactorily. Business 
does not have precise cost figures on some of 
its operations. It has historical data developed 
for reference purpose, but I defy anybody to 
set up, for example, a precise cost of the 
introduction of a new product into a production 
line. A new product has to be conceived; it 
has to be engineered; it has to be debugged, 
and all of these have in them elements of cost. 
I agree with Mr. Dunlop that industry views 
these as costs of production even though it 
doesn't know precisely what the costs might 
be. I think the concept is sound and the 
description of the internal labor market 
accurate. The port of entry theory depicts what 
goes on externally in large industry. Certainly 
in our industry, 90 percent of our hiring in 
the blue-collar area is at our first two levels 
of skill. Of course, in the professional areas, 
we look for other things. I think the papers we 
heard present a sound concept. 

DR. Fryer: The experiences we have been hav- 
ing in Xerox— and I was amused at the point 
that most companies think they are unique — are 
spreading very rapidly and are of concern for 
companies trying to grow very quickly. This 
kind of growth condition within a company, 
let alone within a labor market, has a very 
definite impact on internal movement, and all 
of the adjustments that are possible. I think 
perhaps this group is a bit too harsh on the 
testing institutions. If you look at institutions 
in terms of discriminating, you can go much 
beyond testing. Testing makes a lovely target 



and those of us in the profession have our own 
problems to live with. 

What is happening in industry is, perhaps, 
not as pure as one would expect. We should be 
searching for criteria to convince management 
of the demonstration value of concepts. I 
suggest that, in fact, the incidences which con- 
vince management are not necessarily economic 
models but tend to be day-by-day significant 
values. For example, we deliberately put to- 
gether a program for upgrading the skills of 
disadvantaged people to meet the higher rather 
than the lower standards. We had quite a few 
sceptics within the company as to whether this 
would work, even though *ve were using the best 
orientation training. One turn of events swung 
them. A blizzard forced us to shut down and the 
word went out that the plant was closing. Five 
of our 16 trainees didn't get the word. They dug 
their way out of the blizzard and arrived at the 
plant ready to go to work. Nobody else was 
there. Next day there was a perceptable change 
in attitude on the part of the managers, the 
foreman, as to the attitude of those trainees. I 
grant you this doesn't have the empirical beauty 
we strive for, but it does have value. 

Mr. Piore: Perhaps the most significant con- 
tribution to policy would be to list the things 
that hit management and get a point across to 
them. Our research is not going to do much good 
if we don't get it across to management. 

I want to go back to a question which is 
implicit in the points raised by the preceding 
speakers. Why are there internal labor markets 
in the first place? I think it is true that the 
structure of the internal labor market does not 
readily respond to economic conditions, that 
ports of entry and promotion districts remain 
relatively stable. Two factors are important in 
producing this stability. One of these is insti- 
tutions; we left that out of the whole discussion. 
The point was raised by the gentleman from the 
Office of Federal Contract Compliance, but we 
didn't get into it there. 

The structure of the internal labor market 
is institutionalized. Institutions can and do 
reflect economic forces. But institutions cannot 
change rapidly; they change only gradually 
over time. The process of institutional change 
is critical to the whole adjustment problem. We 
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need to know a great deal more about this 
process and how policy can speed it up. 

X do believe that a tight labor market, if 
sustained, will eventually effect changes in the 
structure of the internal labor market. The fact 
that you have different internal structures in 
seasonal and relatively stable industries, that 
plained by differences in the economic environ- 
ment, suggests that economic forces do affect 
the structure. But it takes time. The tight 
labor market is of relatively recent origin. The 
interesting question, it seems to me, is not 
whether the institution will change, but how 
long it will take for it to do so. 

There is an alternative to waiting for 
institutions to respond to economic pressures: 
Institutions can be changed through legislation. 
But it is also important to recognize that 
institutions have to function. Seniority, for ex- 
ample, is not an accident. It is designed to 
achieve certain social values that we have 
thought important. When we evaluate senior- 
ity, we are weighing the social values of the 
past against the new social value of integration. 

I don't know how you balance these two things. 

Let me add, just to round out the picture, 
that it is not only institutional rigidities that 
have made for the stability of the internal 
labor market; an economic calculus is also in- 
volved. One of the things holding up change 
now is the belief that the tight labor market 
will be of short duration. The Vietnamese war 
may be particularly important here. Although 
we might have reached the present market 
without the war, most people believe that the 
war is the primary causal factor, and hence 
believe the market will last no longer than the 
war does. They are not going to make funda- 
mental changes in their equipment and pro- 
cedures— changes including heavy investment— 
for a market that may loosen at any moment. If 
we had had a tight labor market during the 
whole postwar period, the decision made in 
World War II wouldn't seem in retrospect to 
have been a mistake. Many of those decisions 
would still make economic sense. 

Dr, Doeringer*. Employers do tend to respond. 
You begin to discover employers facing the 
tighter labor market situation and reacting to 
signals of internal labor market problems. 



Signals do not usually appear on the cost 
accounting sheet, but they may become visible 
in other ways. Employers do tend to be sensi- 
tive to things such as high turnover. In a 
defense company, for example, there may be 
a job that keeps tossing out defects which are 
related to turnover. As the labor market tight- 
ens, these and other signals begin to appear and 
employers detect them and try to formulate 
solutions. Thus the employer begins to deal with 
signals that reach him; not cost signals, but 
turnover, hiring difficulties, and quality prob- 
lems. 

Most employers have procedures for inter- 
acting with the labor market. These are typ- 
ically developed through dealing with a fairly 
loose labor market situation. The initial reaction 
to tightening labor markets is to do things the 
old way. This may mean a more expensive 
recruitment effort to deal with an immediate 
production problem. Through a process of 
searching and experimentation, the employer 
often ffnds, as turnover and hiring difficulties 
continue, the old way of solving a manpower 
problem doesn't work. Production foremen 
complain that they have job vacancies or that 
the training process is inefficient. 

In the process of search, each employer 
has to solve a particular set of operating prob- 
lems. Employers are sensitive to shortrun prob- 
lems. Only when they begin to think that their 
shortrun problems are recurrent will they be 
directed to more longrun solutions. 

Right now we are still in the stage where 
employers are searching for adjustment tech- 
niques. Some are innovations— in training, m 
supervision, in dealing with turnover problems. 
And they are beginning to think in a more 
sophisticated manner about labor problems, in- 
cluding recruitment, testing, how to go about 
finding new sources of people to bring into the 
plant, including active recruiting among minor- 
ity groups. All this is occurring in response to 
the discipline of the tightening labor market. 

One implication of this search activity is that 
the Labor Department can discover new meth- 
ods of adjustment, or perhaps generate experi- 
ments in labor market adjustment which can be 
adopted more generally. A host of experiments 
are being run now, some by the Government 
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and some by private groups. They need to be 
publicized more actively to short cut individual 
trial and error, 

Mb, Chavrid: I get the impression from the 
papers of Dr, Piore and Dr. Doeringer that 
employers respond quickly to the job market 
conditions and develop programs to resolve 
their manpower shortages through, presumably, 
training, promotion, and reductions in hiring 
specifications, X find it difficult to reconcile this 
observation with the trend in job vacancies 
information. According to estimates made by 
Garth Mangum and Sar Levitan,* there were 
over X million job vacancies in the United States 
in the spring of 1966. Based on other infor- 
mation, such as unfilled job openings at the end 
of the month in the public employment offices, 
this figure of 1 million is probably twice the 
size it was 2 years ago and may well be three 
times the size it was some 6 years ago when 
unemployment rates were much higher than 
at the present time. It would seem to me that 
if employers planned ahead, we would not have 
a substantial number of job vacancies at the 
present time, especially when we have some 
4,000,000 unemployed. I would like to know if 
the authors found whether or not the employers 
from whom they obtained information did plan 
their training programs ahead for some period 
of time, so as to assure that they would have 
an adequate supply of trained manpower within 
their plants. 

Dr. Piore; In all frankness, I think that when 
we wrote the report we were more optimistic 
about adjustments taking place automatically 
than we are today. At least, I feel that way. The 
labor market was looser at the time we did the 
research upon which the report is based, and 
that biased both our sample and our thinking. 
We tried to correct for the bias but we were 
not completely successful. 

Now, one of the problems is that we don’t 
know what a job vacancy means. That is true 
in the following sense — and this relates to Dr. 
Somers’ point about whether, as the labor 
market tightens, employers do more internal 
training or less. In a tight labor market, some 
employers do more internal training. Under 
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these circumstances, what does a vacancy mean? 
There is a job which is normally filled from 
outside. If a qualified man came to the gate, he 
would be hired. In that sense, the job is vacant, 
and, if asked about it, a vacancy would be re- 
ported by the employer. But that does not mean 
that the job is sitting idle. That job is covered, 
typically through some kind of arrangement 
that involves training. But the arrangement 
often means more employees doing the work— 
and, in fact, more unskilled employees— than 
if the skilled worker were available. Those 
skilled workers who are available supervise 
several unskilled trainees. In effect, the job is 
split up during the training process and un- 
skilled are substituted for unavailable skilled 
workers. This may be part of the answer to the 
point you are raising about job vacancies. 

Dr. Dunlop; If you look at job vacancy statis- 
tics in Rochester that come out of the Labor 
Department or the National Industrial Con- 
ference Board, you will find a great many are 
job vacancies outside of production and main- 
tenance jobs in manufacturing. They are pro- 
fessional jobs; teaching jobs, jobs in hospitals, 
and others outside the manufacturing sector. 
In the early stages of our research, we got 
together with the NICB people, 15 or so major 
firms in the United States engaged in manpower 
planning. We asked them to share their methods 
on the technical side. I found it very interesting. 
A great deal of work has been done in pro- 
fessional and technical areas, but a more limited 
number of firms are doing manpower pro- 
jection work for production and maintenance 
jobs. My objective would be to have every 
large-scale enterprise in the United States 
engaged in such work. 

DR. Doeringer; First of all, talking about an 
increase in vacancies in blue-collar manu- 
facturing jobs, you would expect that, even if 
an adjustment process were taking place, a 
vacancy in a skilled position— a skilled main- 
tenance mechanic or a skilled machinst, for 
example — would initially be listed as such. If 
an employer has never given training for 
skilled jobs, he has to get in the frame of 
mind to do this. When he finds that he cannot 
hire outside, he then must find an alternative, 
such as training. A skilled job vacancy should 
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disappear, over time, as the training and up- 
grading adjustments are being made, without 
anybody hired into the shilled job. The only 
way I have of validating this is by ashing an 
employer what his job vacancies are. Usually 
they say? “I would lihe to hire such and such." 
You then ash what they mean by a job vacancy 
and it turns out that the job is being done in 
spite of the vacancy, but in a slightly different 
way. The concept of the vacancy is very trichy. 
It is registered at a point in time, but to under- 
stand the adjustment process, it should be 
traced over time. 

In answer to the comments on manpower 
management, we hope to looh at some of the 
major corporations in the country to see what 
hinds of differences there are between man- 
power planning in a loose and in a tight labor 
marhet, I have found recently two bits of evi- 
dence that mahe me suspect that manpower 
planning is becoming more common in a tight 
labor marhet. Firstly, employers seem to have 
done planning in the past for those occupations 
in "scarce supply" and with long training times, 
such as scientific and professional occupations. 
Secondly, a number of employers mentioned 
that they were surprised by the tightening labor 
marhet and were beginning to do some planning, 
in a very broad hind of way, for blue-collar 
shills in order to increase the lead time of re- 
action to labor scarcities. 

Dr. Weber: I must say the trend of discussion 
here is interesting. Two alternate formula- 
tions have been presented. One, training solves 
all problems, so no planning and vacancies are 
present, and two, there are vacancies and 
management isn't paying enough attention to 
training. They are inconsistent, or at least 
superficially conflicting. 

Dr. Doeringer: In the "longrun” world, of 
course, training works out all right without 
planning. I think the question is, Can planning 
and more attention to the adjustment process 
that takes place in a natural fashion enable the 
adjustment to take less time? 

,Dr. Weber: But in terms of efficiency, I under- 
stand one of the focal points is to provide wider 
opportunities for people presently looking for 
jobs. In fact, as Mr. Chavrid indicated, he has 



a problem to get disadvantaged or minority per- 
sons hired, especially in view of the barriers 
presented by testing, 

Mr, Chavrid: Referring to my first observation 
about job vacancies and the need for training 
programs, I agree with the comments made by 
the authors that the existence of job vacancies 
in any one plant may not necessarily hinder 
production schedules, The employer may in- 
crease his hours of work from the "standard" 
40 to a 46-hour week, but give his "vacancies" 
figures on the basis of 40. The increase in the 
hours of work often results in greater labor 
costs. The employer, it would seem, would much 
prefer to have a "standard" week where no 
premium pay for overtime would be necessary. 

MR. Myers: I should like to say two things 
about job vacancies. First of all, hiring stand- 
ards are not fixed or rigid. If an employer 
interviews someone he likes, he will often make 
the adjustments necessary to fit him into his 
organization. The hiring standards given by 
the employer for a specific job vacancy are 
usually minimal. The person hired may be 
better qualified, with respect to experience or 
education, and may receive higher pay than 
the stated, minimum rate. Thus detailed job 
vacancy information may be misleading as to 
the range of opportunities available and may 
also be a poor indicator of the ports of entry. 

The second point is on the statement that 
when a firm has job vacancies, it has neglected 
to forecast and prepare for its manpower needs. 
We have two pieces of evidence readily avail- 
able on the difficulty of forcasting manpower 
requirements. The first is the comments in 
the Doeringer-Piore report on the inability of 
employers to forecast the future manpower 
needs associated with specific technological 
changes. The second is from the conference on 
manpower planning at the company level, re- 
ferred to by Dr. Dunlop, where employers re- 
ported that the best they can do is to forecast 
the number of persons they will need, with no 
breakdown on occupations or qualifications. 

Mr. Cheston : I thought the major conclusion 
of the study, the one that interested me most, 
was the efficiency and reliability of plants' 
adjustment to technological change. I sense a 
backing off from this. Mr. Piore said he was 
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not as optimistic now as he had been, X think 
that deserves more comment, 

DR. Piore: If I am going to answer that ques- 
tion, I must go into the whole thought process 
that led up to what appears on paper. This is a 
very difficult kind of research— at least it was 
for us, We were trained in pure economic 
theory. Professor Dunlop managed to qualify 
our theoretical training somewhat. But we 
didn't fully appreciate the qualifications. That 
is, we had already learned them once, but they 
were not driven home until we went into the 

plants* 

Given that kind of background, we didnt 
expect to find the kinds of adjustments in the 
plants that we did find. And, at first, what 
impressed us most, and what we concentrated 
on, were the kinds of adjustments taking place. 
An additional factor, as I said, was that we 
were initially looking at technological change, 
and technological change is something that 

firms expect to adjust to. 

So, to be quite frank, it was not until we 
turned from the problem of adjustments to 
technological change to that of adjustments to 
a tightening labor market, that we began to 
see limitations upon the process of adjustment. 
We realized that it wasn't a question of ad- 
justment or rigidity, but rather a question of 
the speed with which adjustment took place; 
that there were the alternatives of curtailing 
output, accepting turnover, recruiting in 
Canada. And we realized that the automatic 
reaction to a tight labor market need not be the 
absorption of disadvantaged groups. 

Dr. Dunlop: That is a different problem. There 
are limits to the capacity of an internal labor 
market to absorb large quantities of the dis- 
advantaged, particularly in short periods of 
time. 

Dr. Doeringer: I think the basic tools of the 
adjustment process can be applied to disadvan- 
taged groups. Integrating such groups into the 
job structure of the economy poses a new kind 
of problem which management must learn to 
cope with. In a period of transition to full 
employment, there are problems of adjustment 
which do not occur during full employment. 
How well the adjustment process works may 



be a function of the rate of progress through 
the transition period, 

DR, Zeisel: I didn't read every page of the 
report, but the point appears to be made that 
a sort of internal institutional structure domi- 
nates and maintains the ports of entry at fairly 
low levels in the skill scale. It occurs to me that 
the level of the port of entry is a function also 
of both the demand for and supply of labor. 
The rigidity of the ports of entry reflects the 
fact that the company's demand for labor is 
usually not so tremendous as to force a change 
in the pattern of hiring. On the other hand, 
when the pressure of demand becomes intense, 
the labor market usually has tightened up so 
substantially that there is no supply of skilled 
workers and virtually no entry of blue-collar 
workers above the lowest levels. So, you have 
a kind of built-in rigidity in both loose and 
tight labor markets. But, what about a situa- 
tion where demand for manpower is consider- 
able in a loose labor market, for example in a 
firm that is growng extremely rapidly such as 
Xerox. I suggest in that case that ports of entry 
would become flexible and exist up and down 
the skill scale. If trained manpower is made 
available— for example, through training— and 
prosperity is maintained, limited ports of entry 
would not offer a problem to the employment of 
these workers. 

Mr. Arnow: Let’s look at the concept of the 
internal labor market and the external labor 
market and relate the job vacancy question to 
it. It is at the ports of entry that the external 
meets the internal, and while I agree that the 
ports of entry tend to be stable, it is important 
from a public policy point of view to know the 
ways in which they move with respect to the 
circumstances and kinds of industry that are 
subject to variations. For example, we have 
basically, I suppose, two groups of workers 
who loom large in our social problem: the 
young people and the old. For the young people 
the port of entry is a lesser problem, in a sense, 
than for the old. I think we need to know the 
margins and possibilities for change. 

Dr. Somers: We must make a distinction, in 
a tightening labor market, between whether the 
port of entry is open or closed, and how much 
traffic goes through it. In discussing job 
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vacancies and the lengths to which the employer 
is willing to go to fill them before resorting to 
the outside labor market, we must recall that 
even though steps may be taken as temporary 
adjustments, they are not necessarily satis- 
factory. One would expect that most ports of en- 
try are potentially open in a tight labor market, 
but that very few people are coming through 
them; and this is most significant from the 
standpoint of policy toward disadvantaged 
people. The fact that ports of entry are open 
in a tight labor market provides the opportunity 
for getting disadvantaged workers into those 
openings if they can bo given proper training 
and motivation. 

Mn. Smith: The port of entry in our industry 
is very stable. In the blue-collar field, if you 
exclude the industrial craft and electrical tech- 
nicians, we hire 95 percent of our people, at the 



first two grade levels, and there is a constant 
churn at the plant where I am located. We 
manufacture over 10,000 equipment products 
and over 75,000 component products, and there 
is never a time when we don't have job vacan- 
cies at some point, or people for whom there 
are no jobs at another point. And, although 
data show that our employment levels at the 
beginning and the end of the year are constant, 
still, during that year, every other person in 
the plant has been moved once, on the average. 

I would like to make one further declaration. 
It is my belief that manufacturers will do as 
little or as much training as they need to pro- 
duce their product and sell it on a competitive 
market— no more or no less. 

Dr, Weber: Thank you. We will now adjourn 
the morning session. 



AFTERNOON SESSION 



Dr. Aller: Only a few minutes ago we got word 
from Dr. Duesenberry that he was called to the 
White House. Therefore, Gerald Somers from the 
University of Wisconsin has very agreeably said 
that he would serve as a substitute chairman for 
the afternoon session. 

Dr. Somers: Thank you. The focus for the after- 
noon session is on policy. There is no more impor- 
tant issue in the whole field of manpower policy 
than the interrelationship between the public and 
private spheres. A discussion of this issue has 
emerged in almost every manpower conference I 
have attended in the last year or so. The question 
inevitably arises as to the proper role of public 



authorities in the field of vocational education 
and training, and the appropriate place of the 
private sector. Some are willing to ascribe almost no 
role to the public sector in the field of vocational 
education and manpower retraining. They are 
willing to accept general public education on one 
hand and private on-the-job training on the other, 
and see nothing in between. Of course, many 
others place a very strong emphasis on the p ablic's 
role in vocational training. 

Our first speaker, Garth Mangum, will discuss 
the role of public manpower training programs. 
Dr. Mangum is Research Professor of Eco- 
nomics at the George Washington University 
and is directing an evaluation of Federal programs 



PUBLIC PARTICIPATION IN TRAINING 

Garth Mangum, National Manpower Policy Task Force 



Dr. Mangum : My most impressive qualification 
was missed. I am the only retrained coal miner 
in this town, and there is no other evidence that 
it can be successfully done. I think that is some- 
what relevant to the subject because I was asked 
to discuss the four comments on the last page of 
the report summary in which the authors set forth 



what they consider to be the justifications for 
public participation in private industrial training: 
(1) When the broad skills of computation and com- 
munication are provided; (2) when the cost of 
training has inflationary implications; (3) when 
the training provides an experimental and dem- 
onstration function; and (4) when results of the 
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experience are exchanged among private parties. 

These points raise some important questions 
about the justification for public intervention in 
this whole training and internal labor market pro- 
cess. There are broader justifications for public 
intervention, though narrower than the tendencies 
have been at the Federal level in the last few years. 
The basic principle is that a social benefit, in 
excess of private benefit and at least equal to the 
social cost, must accrue. Basic education contrib- 
utes to economic development by producing a 
skilled labor force. For that purpose, most of us 
would allow a somewhat broader role than simply 
the teaching of reading, writing, and arithmetic. 

The second point, that of underwriting inflation- 
ary training costs, I fmd hard to understand. Under 
what circumstances should the cost of training be 
picked up by the public sector in order to prevent 
inflationary pressures? Why would training be 
less costly if paid for by the public? However, 
this point does get at an important justification 
for public intervention in the training area: a 
situation in which the employer’s reluctance to 
hire the available labor force might be inflationary. 
The employer has several alternate: (1) He 
can employ the unemployed at whatever cost 
that might impose, train them if necessary, or 
put up with their relatively low productivity i? 
that happens to be the problem; (2) he can com- 
pete with other, employers for those who are 
already employed; (3> he can use his present 
labor source for longer hours, and more intensively; 
or (4) ho can simply not meet the demands of his 
customers. Any of the four may have inflationary 
implications. I think there is a justification for 
public intervention at that point in either one or 
two ways: either trying to make the available labor 
force more attractive by remedying its deficiencies, 
or subsidizing the use of that less attractive labor 
force sufficiently to make it attractive to employers. 

That relates very closely to a third function which 
was the focus of much of the discussion this morn- 
ing, though not mentioned in the paper. This is 
the central concern of public manpower programs in 
recent years, the problem of getting the “left- 
outs” — those members of the labor force who 
are competitively disadvantaged— into the sys- 
tem. Our major manpower efforts fit into these 
categoriesr Wo try either to make the idle members 
of the labor force sufficiently attractive that the 
employer will take them, or subsidize his employ- 
ment of them through some semantic subterfuge. 

Each of these approaches is reflected in training 
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programs, the first in institutional training and the 
second in on-the-job training which is getting in- 
creasing attention and is no longer solely 
a function of MDTA. Under recent legisla- 
tion, the Neighborhood Youth Corps can also 
do on-the-job training. The Economic Oppor- 
tunity Act/s Title V program for welfare recip- 
ients has always had the legal authority to 
use on-the-job training and has been criticized 
recently for its failure to do so, The new Special 
Impact program could, within its broad authority, 
provide on-the-job training. In light of this report, 
which focused primarily on on-the-job training 
and these legislative developments, a discussion of 
the relative advantages of institutional and on- 
the-job training should be useful. How do they * 
fit together? When is public intervention justified 
either in doing the training, or paying the employer 
to do it, and how might these methods be coupled? 

The institutional route can be justified, just 
j?s can general education, by saying that education 
has social benefits over and above the private 
benefits. The institutional programs provide basic 
education? prove eational training, and skill train- 
ing which may be much broadvr than that which 
an emp' jyer would provide for his own needs. 

The training is intended to make an individual 
attractive to many employers, rather than to some 
particular one. It is conceivable that you might pay 
an employer to do this broader training, but it is 
not being done. We are subsidizing on-the-job 
training by providing what is ostensibly reimburse- 
ment of the cost of training, but from the em- 
ployer's standpoint it is probably no different 
than a wage subsidy. He is looking at the labor 
cost of a particular kind of employee. In effect, 
the Government says: "We will pay you $25 
a week on the average which we will call a pay- 
ment to cover the cost of training. But, whatever 
it is called, the purpose is to make this group of 
people more attractive to you.” 

To make the point clear, the only way one can 
justify public underwriting of the costs of on-the- 1 
job training, when that training is no broader than 
the training that the employer needs for his own 
particular purpose, is to get an employer to hire 
people he would not otherwise be interested in. 

It is to redistribute existing jobs in favor of 
those who face various disadvantages. To that 
extent, institutional ai d on-the-job training are 
trying to serve the same purpose, and the issue 
is which is the most effective, the most efficient 
way of accomplishing that purpose? 
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I have been playing with numbers in this area 
the last few days. I don't have all of the informa- 
tion that I would like to have, but I have a few 
preliminary notions. MDTA, in the earlier yem, 
was criticized for taking the cream from the avail- 
able unemployed. This policy was not surprising, 
under the circumstances. For one thing, there was 
a lot of cream in the unemployed, In 1962 and 
1963, many experienced people were unemployed. 
As the labor market has tightened, there has been 
an attempt to dig more deeply into the disadvan- 
taged groups. Congress has been critical a number 
of times in the intervening years of the failure to 
use on-the-job training to the extent they thought 
desirable. Therefore, there has also been an attempt 
to shift more of the burden to on-the-job training. 
As a result, at the beginning of fiscal 1967, the 
decision was made to have 65 percent of the train- 
ing go to the disadvantaged and 35 percent to 
the solving of labor shortages; at the same time 
on-the-job training v/as to be increased from a 
very low proportion to half of the program.^The 
two decisions work against each other. Institutional 
training has been digging more deeply into the 
disadvantaged groups, but on-the-job training 
has moved in the opposite direction, 

OJT brings in relatively few of the under- 
educated, the older and younger, the inexperienced, 
and the minority groups. Therefore, at first blush 
it would look as if one should concentrate on 
institutional training. But lhat is an oversimpli- 
fication because on-the-job training has some 
very clear advantages. It is cheaper, and once in 
on-the-job training, there is a high probability of 
continued employment. By adding these two fac- 
tors, OJT appears potentially, but not currently, 
more efficient in bringing the disadvantaged into 
empuyment. For instance a Negro has half the 
chance of getting any available on-the-job training 
“slot" as he has of getting an institutional 
one. But once in training, he has about two-thirds 
more chance of getting placed in a permanent 
job its a result of OJT than of institutional train- 
ing. Since CJT costs only a fourth of what insti- 
tutional training costs, you could well argue that 
on-the-job training is twice as effective a route, if 
it were no?, for another consideration. An un- 
known but apparently quite high percentage of 
the people who are filling these on-the-job train- 



ing slots are current employees— so-called "pre- 
ferred nominees" selected by the employer, osten- 
sibly because the man was going to be upgraded, 
opening a place underneath him that would bring 
in the disadvantaged. There has been no adminis- 
trative device for assuring that would happen. 
If half of the OJT trainees weie preferred 
nominees— and it might go that high— there is 
not a great deal of difference between the effec- 
tiveness of institutional and on-the-job training 
as a method of placing the disadvantaged. 

However, which route is the most likely to get 
a man into a job is one problem; which is most 
likely to give him the best long term career is 
quite another. Do you give the man the most 
promotability and the best long term career by 
taking him into institutional training, where you 
can give him some adult basic education and 
broader skill training, and then into a job, or by 
taking him the OJT route, where apparently he 
would get nothing more than just what was 
needed for that particular job at the entry level? 
The only way one will ever answer that question 
is by following some of these people a few yearn. 
Unfortunately, so far as I know, there is nothing 
really underway to accomplish that. 

I will summarize by saying that the only way 
to justify public involvement in training people 
for the internal labor market, and particularly 
for that which is precisely within some particular 
firm's job structure, is to use it to bring the dis- 
advantaged into successful competition for jobs 
in the mainstream of employment. If we can’t do 
that, we ought not to be in the business, and we 

aght to be trying to evaluate all of these pro- 
grams on that particular ability or lack of ability. 

Dr. Somers: Thank you very much. This excel- 
lent presentation raises another important issue to 
discuss later this afternoon. To what extent should 
the pubic involvement in manpower training be 
only for the disadvantaged? Vocational education 
people spend much of their time on nondis- 
advantaged groups, and I am sure Mr. McMillen 
will want to say something about this later. To 
continue the discussion about the relationship 
between the private adjustment process and public 
training programs, our next speaker is Dr. 
Forrest Fryer of the Xerox Corporation, whom we 
met this morning. 
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MANAGEMENT AND MANPOWER PLANNING 



Forrest W. Fryer, Xerox Corporation 



Dr, Fryer brings a good combination of aca- 
demic and management background to bear on 
this topic. He received his doctorate at the Uni- 
versity of Maryland in Psychology. He held the 
position of Manpower Management Administra- 
tor when he first joined the Xerox Corporation 
in May of 1963 and in that position was respon- 
sible for setting up, evaluating, and maintaining 
the manpower planning functions of the corpora- 
tion. He is now Manager of the corporation's 
Personnel Eesearch Sub-section. 

Da, Frybr; Thank you, I was interested, Dr. 
Dunlop, in your comment concerning how much 
better shape we are in, apparently, on managerial 
manpower planning than planning on blue-collar 
manufacturing jobs; especially since many persons 
at a conference on managerial manpower planning 
which I chaired last week felt we were in pretty 
poor shape on the managerial side. 

First, I would like to jay that, as a practitioner 
in industry, I am extremely pleased with the 
review of the Nation's internal labor market by 
the Harvard group. Although I am not an econo- 
mist, I feel this kind of model is conceptionally the 
framework necessary for effective planning of man- 
power within the private sector. The key to 
effective manpower planning is the personnel 
system. For too many years, personnel functions 
and activities have been taken at face value by 
some managements and rejected by others. There 
has not been enough attempt in the personnel area 
to recognize that most managements look upon 
support overhead functions, such as personnel, 
from the viewpoint of their contibution to profits 
in production and, in some managements, how 
they may contribute in society. Part of the diffi- 
culty, however, in management's view of man- 
power planning is that for years it has been empha- 
sizing only those factors internal to the company. 
These are the most convenient and possible to con- 
trol or influence. For years many firms have 
shown little concern for replenishing the labor sup- 
ply. They simply dip in and take what they need. 
This has brought about some of the comments 
this morning as to need for compline controls, 
and certainly it emphasizes the need for public 



support. On the other hand, X think, just as indus- 
try can perhaps be indicted, so can Government in 
the sense that it seems to have emphasized the ex- 
ternal factors in the labor market such as total 
labor supply. Management simply does not have 
the context within which to use effectively such 
data and, thus, often they are ignored. 

I was asked to discuss briefly the four objectives 
outlined in the research report. It goes without 
saying that my comments are going to reflect the 
bias of my training and my 8 short years in 
an industrial environment. I think the key to the 
report is the point made as to whether the Federal 
Government is to become more heavily com- 
mitted to subsidizing adjustment. I think the 
question appropriately is, To what extent can the 
Federal Government afford not to get involved 
in and committed to subsidizing some kinds of 
adjustment. You have all heard the old argument 
that industry is able to take care of itself, and 
certainly experience shows that some industries 
have operated on that assumption. I say that, in 
recent years, corporate responsibility to social 
problems and more enlightened . management 
are more prevalent themes in American industry, 
and this should he fostered, nurtured, and en- 
couraged. There is a real problem, however, in 
translating this corporate enlightenment down to 
the managerial foreman level, which is where the 
action is. 

Concerning the first objective, that of provid- 
ing general training outside the plant in basic 
math and verbal skills.* It is hard to speak against 
training, whether inside or out. I think one of the 
difficulties in the training programs, no matter 
how they are subsidized, no matter who supports 
them, is that training can fall into some of the 
same traps as testing, as mentioned this morning. 
Training is often accepted at face value, especially 
in a dynamic situation. We need validation of 
training programs just as we need validation of 
testing programs. For example, our recent in- 
plant program in Xerox, to teach math and read- 
ing skills needed to meet the regular standards for 
industrial employment, is meeting with interest 
from other companies. Also at this broad level 
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are action programs, such as Rochester Jobs 
Incorporated, which is certainly arousing the 
interest of many employers in the Rochester area. 
This is a recently announced arrangement formed 
by 40 companies which have agreed to hire 1,500 
hard-core unemployed. It is this hind of program 
which really in part supports objective number one. 

Concerning subsidies for training, to help pre- 
vent the need for price increases by the plants— 

I hang up, quite frankly, on measurement of 
training cost. A considerable amount of training 
is taken at face value, and the quantified payoff 
seldom, to my knowledge, links directly to price 
determination. What we really need is a measure- 
ment of training cost and evaluation of its impact, 
and then perhaps we can relate it to price. 

The third objective is the best area for both the 
private and public involvement. This concerns 
subsidizing experimental training^ screening and 
recruitment programs as an incentive to develop- 
ing new in-plant adjustment techniques. It is too 
easy for routine personnel activity to become an 
uncoordinated, competing sequence. Furthermore, 
the adjustment process can be one of misunder- 
standing, misconception, and shortsightedness. 
The most classic case in my experience was a 
situation several years ago where a personnel 
department and line manager were protesting 
vigorously that the scores required for some in- 
coming employees for port of entry jobs were 
entirely too high. Yet when we took a look at the 
situation we found that the test scores were elim- 
inating only 20 percent of the people who were 
not hired and the other 80 percent (except for a 
few on physical examinations) were being elim- 
inated in the interview. 

This morning, looking at the institutions sur- 
rounding ports of entry or personnel actions, we 



put the spotlight on testing, but other institutions, 
such as screening, also need a much closer look. 
In this process, all the biases operating in manag- 
ers and other individuals will come into play. 

Objective four, communication among plants 
about adjustment techniques, is a logical out- 
growth of knowing more about those techniques 
and, of course, it is important. It is the only way 
in which we will gain maximum value from earlier 
efforts, Conferences such as this do this to a 
certain extent, but I am disappointed that only 
two industries are represented in this meeting. 

In overview, it appears that the private sector 
has had a limited view of manpower, and is only 
beginning to recognize and act on its responsibility 
in the area of replenishing and upgrading the 
labor supply. In all good faith, I would like to take 
a slightly different point of view from my counter- 
part, Western Electric's Paul Smith, in this 
morning's session. 

I shudder to think that a typical American 
firm would do no more or less than was demanded 
of it, and it is important to note that management 
is now increasingly saying that some activities 
within industry will not be judged only on a value 
return basis. And the extent to which they are 
doing that is significant. 

Dn. Somers: Thank you very much. Dr. Fryer. 
I share your concern that only two industry men 
are here. I certainly wish more were with us today. 

Our next speaker, to carry on this discussion 
with emphasis on the public role in aiding the 
disadvantaged, is Judah Drob, Chief of the Divi- 
sion of Program Ftilization of the Office of Special 
Manpower Programs, Manpower Administration. 
One of his principal functions is to see what we 
can learn from demonstration projects carried on 
under MDTA. 



UTILIZATION OF RESEARCH AND 
EXPERIMENTAL RESULTS 

Judah Drob, Manpower Administration 



Mu Drob: Thank you. I want to illustrate the out of the kinds of insights, the kinds of knowledge, 

approach necessary if we are to get utilization that this sort of study produces. For that purpose 
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X am going to ask a few questions, and suggest 
some answers, You have many more answers than 
I have; mv suggested answers are going to be 
illustrative only. ^ 

The first question we have to ask is, What else 
that is relevant is being done? This particular 
piece of work doesn’t take place in a vacuum. We 
want to know what kind of floor of knowledge is 
under us. I would like to mention a few things and 
I am sure you will have many others that are 
important as parts of our floor of knowledge. 
There is a Manpower Administration research 
program called "Gatekeeper” which is relevant. 
It is a primary investigation into the ways in 
which the people who determine who will be hired 
exercise their prejudices in selecting people. Dr. 
Fryer’s comments about the interview, of course, 
are very relevant here. The man who developed 
"Gatekeeper” has some elaborate ideas=for 
reeducation of the gatekeepers. He has interest- 
ing ideas on the use of closed-circuit TV for this 
kind of reeducation. 

We are involved in JOBS NOW, an approach 
which goes on the assumption that a significant 
number of employers can be persuaded to take 
on hard-core unemployed, meeting, with some 
help from outside, whatever difficulties come with 
trying to absorb such people into their regular 
work forces. 

Mr. Smith of Western Electric is here because 
he is involved in another very interesting activity, 
which certainly deserves attention. It is called 
the Business and Industrial Coordinating Council 
of Newark. Here a large number of employers are 
accepting responsibility for training disadvantaged 
people for jobs in shops other than their own. 
This activity in which his corporation is engaged 
refutes the generalization that he made earlier 
today. 

These activities I am describing are all funded 
under the Manpower Development and Training 
Act. Another activity is Skill-Advancement in 
New York. It is helping small employers up- 
grade their low-skilled employees. And, it is the 
intention of this particular experimental and dem- 
onstration project to leave behind a cadre of 
trainers in each of these small outfits who can 
carry on the upgrading activity. This relates very 
much to Dr. Piore’s remarks about problems of 
the small concern. 

The Jewish Educational and Vocational Service 
of Philadelphia is refining a work-sample technique 
which we hope will be a good substitute for the 



kind of pencil and paper tests that we find are 
so discriminatory right now. We are helping 
foster, in a good many communities, a kind of self- 
help activity in which minority groups are or- 
ganizing themselves to prepare members of their 
own group for employment. These activities in- 
clude, first of all, Opportunity Industrialization 
Centers on the Philadelphia model, established 
first by the Reverend Leon Sullivan, and in the 
southwest a program called SER which is com- 
posed of Spanish-speaking men and women. There 
are many others. 

I want to mention a few other activities which 
are federally funded but not necessarily funded 
under the MDTA. We have an expansion of the 
notion of work experience from the Neighborhood 
Youth Corps to encompass adults as well, through 
the Nelson and Scheuer amendments to the Eco- 
nomic Opportunity Act. This is being administered 
by the Bureau of Work-Training Programs in the 
Department of Labor, We have Human Resources 
Development, a major program of the United 
States Employment Service, under which we hope 
State employment services will pay individual 
attention to as many of the hard-core unemployed 
as they can reach. We have the Concentrated 
Employment Program, again a Department of 
Labor activity. Then, in the new Department of 
Housing and Urban Development, we have c the 
Model Cities Program and Neighborhood Multi- 
service Centers. These and other aspects of the 
same kind of activity all look toward what we 
have been considering here— delivering a work- 
ready person to the entry port. We have been 
talking about two aspects of this problem, . a 
demand and a supply side. And the supply side 
has to do with delivering a work-ready person. 
As Mr. Chavrid pointed out, the chances are 
that any work-ready people we can deliver will be 
employed. So, the problems in this area are very 
important. 

The next question I would like to raise is, 
What are the target audiences for this kind of 
knowledge, and how can they be involved in 
absorbing the new knowledge developed? How do 
you get anybody involved in doing something? 
That obviously is a major problem and one that 
we certainly can’t claim to have solved. One of 
the techniques that is important, and Dr. Fryer 
pointed out how important it is, is consultation. 
If we don't have industry representatives here, 
we can't hope to have much influence on them. 
Consultation recognizes that the one you are 
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consulting with has knowledge; he has problems 
that must be taken into account when you try 
to apply the new knowledge. He can help refine 
the new knowledge and, in so doing, he can develop 
a stake in using the refined product. That cur- 
rently is our thought about useful means of getting 
people involved in using new knowledge. 

The Business and Industrial Coordinating 
Council and others in Newark have discovered to 
their chagrin that there is another way to get 
people to use new knowledge, and that is with 
pressure. As Mr. Smith could testify, this has, at 
least in that case, resulted in a careful reexamina- 
tion of what his corporation had been doing. I 
think the response of BIGG is a very important 
one. 

Another method of getting pepple involved is 
participation of the poor, which is stimulated by 
the Economic Opportunity Act. 



Still another device— a very useful one, we 
think— is the use of indigenous people in the 
various services provided to help people prepare 
for employment. I think that the use of indigenous 
aides can go way beyond the pubic sector. Many 
corporations could find useful places for what we 
call the indigenous aide. I hope sometime they 
will have a chance to look into that. 

How do you speed institutional change partic- 
ularly? How do you get policy executed by people 
at the lower levels? This is a problem both in 
government and in industry. Mr. Smith could 
testify to the fact that the problem can be licked, 
and that it is possible to get lower level people 
to carry out policy. It takes surveillance by top 
management. It requires rewardsfor performance. 
It requires training. It sometimes requires a 
significant incident such as Dr. Fryer described. 
But let’s not assume it is automatic, because we 
know you can have institutional dinosaurs a*, well 
as biological ones. Public school systems, for 
example, present the possibility of becoming in- 
stitutional dinosaurs. 

Another question is, How do you get people 
to use available tools? Dr. Mangum described 
what is available under MDTA. There is much 
more. MDTA has been amended several times, 
most recently just last year. The new sections of 
MDTA could be used and could help solve some 
of the problems we have been talking about. 



One of our chief problems is how to get indus- 
try to accept on-the-job training, and we cer- 
tainly haven’t licked that yet. Now, what we 
get down to is a very serious question; How do 
you produce work-ready people out of the dis- 
advantaged population? I don’t think it is easy, 
and I don't think you can toss of I the answer as 
training or anything like that. It is time to 
challenge the conventional wisdom and to start 
looking seriously at whether the kinds of training 
and counseling that we do currently are really 
any help. Some experimentation, demonstration, 
and research suggest that much of what we do 
in many of our projects is counter-productive. 
And this suggests to me that we had better have a 
open mind on the subject of how to produce the 
work-ready person to present at that entry port. 

One of the ways we will continue to get 
the kind of knowledge we need, and get it into 
use, is by further experimentation, demonstra- 
tion, and research. We are hoping that in the next 
year, for example, we will be able to put a fair 
amount of our effort into increasing employer 
involvement in training and preparation of people 
for work. We need ideas from all of you as to the 
kinds of things that we could be trying in this 
experimentation and demonstration area. But 
my final question; What else needs to be done? 
We agree, and our authors agree, that they haven’t 
given us the last word on the subject. 

Let me repeat the questions that I raised. 
Probably there are others. What else that is 
relevant is being done? What are the target au- 
diences? How can they be involved in absorbing 
new ideas? And what else needs to be done? 

Dn. Somers; Thank you. You have not only 
raised very serious questions but you have helped 
to provide the answers. One of the difficulties 
in Mr. Drob’s answering the questions he raised, 
is that this is what Dr. Dunlop was supposed to do 
next. As a matter of fact, the mimeographed pro- 
gram seems to have anticipated just the^ right 
questions for him to talk about: Responsibility 
of private and public sectors for easing skill 
shortages; utilization of the hard-core unemployed, 
and adjustment to technological change. These 
are certainly the issues that have emerged from 
this morning's discussion and again from this 
afternoon’s. 



FOLLOWING UP ON THE INTERNAL LABOR MARKET 



John T. Dunlop, Harvard University 



Dr. Dunlop; I am a strong believer in the impor- 
tance of the interrelationships, between analytical 
ideas, empirical work- including statistical work 
and policy consideration. And I was interested in 
the area of the internal labor market became 
the analytical concepts we have developed facili- 
tate empirical work and policy discussion. Like 
all tools, they have limits, but the bringing to- 
gether of integrating ideas and experience, is one 
of the principal reasons some of us stay in uni- 
versities, 

I should like to list, if I may, a few areas of 
further work that seem important, that grow out 
of the concepts of the internal labor market. 

The first problem concerns probationary periods. 
Why are they typically 30 or 60 days in most agree- 
ments? In one experiment that I know of, in deal- 
ing with the hiring of disadvantaged groups, the 
union and the management changed the customary 
60 days to 9 months, I thought this a very interest- 
ing idea. It is clear that marginal groups from the 
labor force point of view often involve considerable 
risk to an employer. One way to increase oppor- 
tunities for their employment in the internal 
labor market is to increase the period of time be- 
fore the final decision on their permanent attach- 
ment to the firm is made. The logic of the proba- 
tion periods, their duration and so forth, is an area 
that could stand more work. 

Second, we have identified today the importance 
of the small-plant problem. We need much more 
information on the extent of training feasible in 
the small enterprise, on an industry basis or a 
locality basis as distinct from an enterprise 
basis. For the large enterprise, which was the sub- 
ject of this particular study, I think we have 
learned some things. There are sectors of the 
economy, types of labor markets, and sizes of 
plants that may require training on either a com- 
munity or an industry basis. Other countries have 
experimented with such arrangements, and we 
need a good deal more work here. 

Third, the method of manpower projection on 
an enterprise basis for various occupations and 
categories of manpower is another area I would 
stress. 



Fourth, I have been experimenting with a con- 
cept which I feel is important to further work in 
the manpower area; I have called the idea the 
“breadth of training,” I don’t think we know very 
much about this area. How broadly trained should 
an employee be? The view of the employer may 
be quite different from that of the worker. The 
view of the worker at one point of time may be 
quite different from his view on a career basis, and 
the breadth of training for entry may be quite 
different from the training a person ought to 
have to progress up promotion ladders. I think it 
is possible to quantify this idea of the breadth of 
training. Breadth of training is related to vul- 
nerability to technological displacement. It is 
related to adaptability and versatility. It is re- 
lated very much to career choice, and there are 
real needs to explore this concept. In a sense, 
internal seniority systems and promotion ladders 
constitute methods of training which influence 
the breadth of training. It is important to analyze 
the views of the unions and employers on how 
broadly trained people should be. 

A fifth area would be to develop some classi- 
fication of internal markets and to use the analysis 
on a series of different markets. We have talked 
about the military, university, and nonprofit 
institutions. The longshore market and the market 
in many branches of construction are different 
types of internal labor markets from those in 
manufacturing, and a comparative view of these 
types of markets has analytical value. 

Sixth, I would also be interested in a study of 
the differences in internal movement patterns of 
workers, and the rules governing them in the same 
industry and in the same size plants, between 
union and nonunion establishments. I feel the 
differences between large-scale union and non- 
union plants are much less today than they were 
25 or 30 years ago. While this may not be of 
much interest to people who are concerned purely 
with manpower problems, those of us who are in- 
terested in industrial relations find that manpower 
and industrial relations questions are not entirely 
isolated. 

A seventh area that would interest me has been 
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identified in terms of entry jobs, Which ones are 
they? How stable are they? I have indicated my 
views about that. Is there some way of redesign- 
ing them? This is a part of the whole problem of 
redesigning seniority districts in a number of 
plants to accommodate technological change, to 
accommodate to the need for greater mobility over 
geographical areas, and greater opportunities for 
disadvantaged people. Entry jobs, and what can 
be done with them is a matter of great significance. 

The suggestion that is explicit in this report 
about the transfer and study of techniques and 
training is obviously also an area which requires 
a good deal more work. 

Another thing we might do is to reflect on 
what we know about the experience of countries 
of Western Europe, where you have had pro- 



longed periods of high employment. One thing I 
would be interested in speculating about is the 
extent to which the job broker will become more 
important in our society. As high employment and 
perhaps even overfull employment become charac- 
teristic of many jobs, we may see the growth of 
labor brokers whose job is to pick up disadvan- 
taged and other people and to provide relatively 
stable employment for them by serving a number 
of different employers. This sort of thing is grow- 
ing in some of the Western European areas, and 
a look at this problem in our own situation would 
be useful. 

These are some of the principal areas of work 
that I think would be a start in following up on 
the internal labor market. 



DISCUSSION 



Dn. Somers: Thank you very much. You have 
raised important areas for further research. 

This is a good place to begin general dis- 
cussion on various questions. 

Mr. Smith : I would like to say that perhaps Dr. 
Fryer and I are not as far apart as my original 
generalization led him to believe we might be. 
When I said that industry will do the training 
that it needs to do, no more and no less, I was 
referring to industry hiring people who are below 
the entrance level on qualification=paying them 
a salary and training them or providing skills 
within the plant— for whom they could not see 
a reasonable short term need. I would agree com- 
pletely that it is an appropriate use of corporate 
funds for any business to be a good corporate 
citizen in the community and to further the work 
to which Mr. Drob referred. About 15 or 20 
businesses have dedicated some $300,000 on the 
basis of matching State and Federal funds on 
general projects in Newark to train underpri- 
vileged people. This project is getting off to a 
very successful start. It will be some time before 
we can get a qualitative evaluation of our pro- 
duct in the actual work situation. 

I must comment on Dr. Mangum's observations 



that the underprivileged people cannotget jobs, 
and that industry should provide jobs for them. 

I suspect each of us around this table has a job. 

It is logical for us to assume that everybody wants 
a job and is willing to work. But this simply isn't 
so. And, I don't know what has to be done to moti- 
vate people in areas where it is so urgently needed. 

If people want to work, will behave, and will per- 
form satisfactorily in a job, they can be trained 
to work. 

The program now underway in Newark has 
been in operation for 3 months and our experience 
to date is that 25 percent of the people who sign 
up for the training program never show up at the 
training quarters. Those who enter the program 
are judged by the people who recommend them 
to be qualified to absorb the training; neighbor- 
hood youth organizations, the Urban League, 
the State Employment Service, churches, all 
have recommended candidates for this training. • 
Once they enter the program, 25 percent decide • 
that they are not interested in the mechanical 
trades, but still want to learn a trade, and they 
are spun off into other programs such as garden- 
ing, shoe repair work, and the like. Twenty-five 
percent can't accept the training discipline of the 
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program. And we actually are turning out only 
25 percent of the original group that applied for 
entrance into the program. Of the 25 percent who 
have graduated, over 90 percent have been place d 
in jobs at rates of pay from $1.90 to $3,25 an 
hour. We don’t know how they are performing in 
the jobs. We hope to find out through followup. 
The point I am trying to make is that there is an 
opportunity for hundreds of people to get a mean- 
ingful skill in an area where there is an urgent 
employment need, and jobs are waiting, but we 
get only 25 percent of the initial trainees to stay 
with the program. 

Dr. Mangum: I can only say I am not surprised. 
The numbers are not atypical, 

Mb. Smith: We as citizens and taxpayers are 
getting short-changed in our investment in the 
public school system today. The schools do a 
pretty good job with the college-bound youth. 
They rate themselves on their ability to get those 
who want to go to college into college. They pay 
little attention to the employment-bound youth. 
Business, industry, and Government can make 
a significant contribution in getting the school 
system to do a better job in this area. 

Dr. Aller: I am happy to announce that Dr. 
James Duesenberry, of the Council of Economic 
Advisers, has come in and will now speak to us. 
Dr. Duesenberry. 

Dr. Duesenberry: Thank you. I am sorry to have 
been late but I am glad to get in on the discussion. 
I hope you will help if I find myself lacking in in- 
formation on what went on before. I have been 
asked to say something about the Council’s 
views on trade-offs between employment and price 
levels, and how manpower programs fit into that. 
This is a familiar subject and I won’t take much 
time. 

As you know, there is a lot of history behind 
a discussion of the interrelation between fis- 
cal and monetary efforts to change demand and 
entry rate employment on one hand, and man- 
power programs to fit qualified people for em- 
ployment programs to fit qualified people for 
employment on the other hand; there was some 
controversy on the subject a while back. I think, 
as it turned out, we got considerable distance with 
the main emphasis on the aggregate finance side 
with assistance from manpower policy, up until 
last year. It was the Council’s view last year, and 
it still is, that we have about reached the end of 



the rope as far as the prospect of reducing employ- 
ment by just creating more demand with no fur- 
ther assistance from the manpower side. It is our 
feeling that the labor market last year suggested 
that further reductions in unemployment with the 
present characteristics of the labor market would 
be accompanied by very substantial labor short- 
ages and inflationary pressures. These, we think, 
are politically unacceptable and wou.d be counter- 
productive in terms of our longrun employment- 
production goals. 

Our current view is that further reductions in un- 
employment are contingent on improvements m 
our labor market structure=mainly, through man- 
power training efforts, but also through other 
changes in the labor market structure, particularly 
improvement in the effectiveness of the public Em- 
ployment Service— with the understanding, of 
course, that these have to be accompanied by ap- 
propriate expansion of demand. One can’t just 
train people, and generate the demand required 
to create the jobs for those trained. These things 
have to keep pace. There are different views as to 
how fast we can hope to reduce unemployment 
through this route. But I think there is fairly 
general agreement that we have to put heavy em- 
phasis on manpower training and other reorganiza- 
tion of the labor market, if we hope to get unem- 
ployment significantly below its present level while 
keeping tolerable levels of price change. That is 
our view of how these two things fit together. I 
think, by now, there is some agreement on that, al- 
though within the Government there is not always 
agreement on the prescription for any particular 
moment’s policy. I leave it at that and open up 
the discussion on the report. 

Dr. Doeringer: What you are talking about, 
and what we talked about this morning, was really 
that much of the adjustment in the structure of 
demand for, and supply of, labor takes place in the 
plant in response to pressures to get the work out. 
Without getting into the whole controversy over 
what causes unemployment, what recent evi- 
dence has the Council been discovering to indicate 
that we are at the point where we must seriously 
consider that adjustments within the private 
sector will cease to be adequate as the unemploy- 
ment rate drops below 3.7 percent? I suppose the 
policy question really is, Which of the manpower 
institutions that provide such adjustment in our 
society are going to have to bear the brunt if we 
reduce the unemployment rate in the future? 
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Dr. Duesbnbkrry: Well, let me give just one 
piece of an answer through the insertion of a 
point I left out. It is wrong to think about ten- 
sion in the labor market as being neatly measured 
by the level of unemployment. Much of the labor 
force change we generated last year did not merely 
reflect the fact that we got unemployment down 
below 4 percent. A very large number of jobs were 
also created, and there was then a strain on the 
capacity of industry to adapt itself to those cir- 
cumstances and train already employed people 
for higher grade jobs and then take in new people. 
In some ways a remarkable job was done, but 
there were some places where the process needed 
more time than we had, so a labor shortage 
developed. That means that we would pre- 
sumably have considerably less labor shortage if 
we stayed at 3.6 or 3.7 percent unemployment 
than occurred in the year when we got to that 
figure from the 4.7 rate. We went down just about 
1 percent in a 12-month period. And in thecourseof 
that, a large number of people were brought into 
the labor force oil of farms. While most of them 
got work, we were left with substantial shortages. 

Our view is that we had much too much labor 
shortage last year. Wage pressures arose, quite 
outside the negotiated area, and if employment ex- 
pansion settles down to a slower rate which only a- 
bout keeps pace with the growth of the labor force, 
much of the tension will evaporate and there will 
be less wage pressure than there was. That will 
get us back to the kind of price stability that we 
need, but it doesn’t leave anything to spare. So 
we don’t think demand can be created at a much 
faster rate than the rate of increase in the labor 
force. 

The other thing is that the remaining un- 
employment consists of two big segments. One 
is true frictional unemployment, associated with 
entiy and reentry into the labor force, voluntary 
quits, and so on. This adds up to a great part of 
the total number of weeks lost. There is not 
much you can do about this. The Employment 
Service can whittle it down some, but, in any 
case, this is not a great social problem. If a man 
is out of work for 3 or 4 weeks, he is not a big 
social problem. 

Now, the other part— the special problems. 
There are problems of special areas that are also 
difficult to deal with in the aggregate, and then 
finally there are the people who have got all kinds 
of personal troubles, who are not oriented with 
the job market, who lack skills and education and 



are just not employable. When you create a mil- 
lion jobs, you create a spectrum of jobs. You 
can adjust by training some people already em- 
ployed for higher grade jobs, and by introducing 
new people at the bottom. But there is a limit as to 
how much you can do that. The unemployment is 
disproportionate among people who need training 
and education. It isn’t going to work out methodi- 
cally that you can make adjustments to bring 
them into steady jobs very fast. So we need work 
on that group, although I think we also need work 
in stepping up internal promotion— for instance, 
training illiterates who have steady but unskilled 
jobs, who therefore are blocked from promotion 
and have to have help so they can move up and 
other people can take their places at the bottom. 
That is only one example. But, I do think we 
need emphasis on training programs in order to 
make this adjustment of skills to the demands of 
the labor force, both inside and outside the plant. 

Dr. Wool: One of the areas for internal labor 
market analysis noted by Dr. Dunlop is the mili- 
tary. Along the lines of what Dr. Duesenberry 
has mentioned, it’s a lot easier for the military 
than for most employers to lower standards at 
a time when they are expanding and hiring a mil- 
lion new men a year. Under these conditions, they 
can set up a fairly ambitious target of taking a 
hundred thousand men in qualitative categories 
which they hadn’t tapped previously. This would 
amount to only 10 percent of their total input. 
However, in a more normal period, when their 
hiring rate is 500,000 men a year, this number 
would represent 20 percent of the input. Just as 
in the rest of the economy, they would then be in 
a looser labor market. When the military com- 
mandant knows that better people are available, 
he is going to try to get the best men he can. This, 
of course, again gives you a problem of balance 
between social costs and the costs to the individual 
employer or supervisor, as he sees them. 

Secondly, the problem of choosing between on- 
the-job training and more formal training has 
many interesting analogies in the military. In a 
sense, one can say that all military training is a 
form of on-the-job training because it is geared 
to some specific occupational requirement How- 
ever, because of the scale of the operation, if 
nothing else, you really have within the military 
very massive formal training programs of a voca- 
tional type. The cost of formal occupational train- 
ing for enlisted men alone is about a billion dollars 
a year. This, of course, does involve a good deal 
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of scrutiny and determination of the situations 
where on-the-job training— that is, taking men 
after basic training and putting them directly into 
a unit— is preferable to formal school training. 
In the military, as in the case of any individual 
civilian employer, on-the-job training is not sep- 
arately budgeted, and its costs and relative 
efficiency are elusive. Even though we can con- 
ceptualize this cost, actual measurement has not 
been made. We thus have a close analogy here 
with the situation of any private employer. There 
are some interesting observations about the insti- 
tution as it works which I think could help pro- 
vide a great deal of insight to alternative manage- 
ment strategies. On the other hand the unit com- 
mander, the user of trained manpower, would 
prefer to get the training establishment geared to 
his specific job requirements as closely as possible. 
This reduces his own supervisory problems. From 
the standpoint of the service as a whole, you have 
a dilemma because of the problem of massive 
mobility, within the establishment itself, gen- 
erated by rotation, career management, and turn- 
over. The military thus finds it desirable to train 
men in somewhat broader job categories. This 
involves more of the academic vocational type of 
training and imposes somewhat more of a burden 
of training upon the unit than when the school 
graduate comes in and only has to become 
familiar with specific equipment and specific 
routines. Over the years there has been a con- 
tinuing clash of interest which can be observed 
ever since massive formal training programs began 
in World War II. 

One of the more obvious considerations, though, 
is the length of expected service and the probabil- 
ity of the individual staying with you for a suf- 
ficiently long period of time. If you have a force 
in which a large percentage of men are going 
to be for 2 years, 3 years, or 4 years and they have 
only one or two assignments, the logical strategy 
would be rather specific training for a specific 
job or two. If your objective is a career force and 
you are gearing both your standards and your 
training to upward mobility over a 20-year career, 
the strategy becomes very different. 

Mr. Henle : I found very provocat ve the statis- 
tics that were furnished dealing with the tentative 
results of the Newark Project. What Dr. Somers 
was saying is that those results are probably typical 
of that kind of situation. Now, as I recall, the first 
quarter consisted of people who did not show up 



even for the initial training, the second was a 
group which fell by the wayside because they 
could not take disciplinary training, and the third 
group became interested in other than mechanical 
training. 

Mr. Smith: The third group found during the 
training that they were not fitted for work in this 
field and they spun off into other programs. 

Mr. Henle : In terms of dexterity? 

Mr. Smith: Their motivation, their desire and 
flair fo machines, and a lot of factors. 

Mr, Henle: And finally there was the fourth 
group which did accept the training, graduated, 
and at this point appear to be successfully placed. 

Mr. Smith : Ninety percent of them. 

Mr. Henle: The first point to make is that for 
the third group, the training they received at 
Newark might well have been valuable in terms 
of their later development, even though they did 
not prove adaptable for one reason or another 
to mechanical types of training. The individuals 
may have acquired certain work habits and a 
certain interest in a job that might prove useful 
later on. At some point in time, somebody should 
find out what happened to this particular 25 
percent. However, let us look at the remaining 
60 percent where, seemingly, a well-organized 
program developed to attract people, with full 
community support including the best recruit- 
ment techniques, did not succeed. In tins con- 
nection, let me suggest that we shouldn’t neces- 
sarily insist that everyone work. Sometimes, in 
discussions of training programs, the underlying 
assumption seems to be that work is automatically 
the best or only activity that people should en- 
gage in. However, not everyone may agree. We 
are very proud of the affluent society we have 
developed, but this affluence also means that cer- 
tain people can get along one way or another 
without working. They can scrounge off friends, 
relatives and neighbors, or they can obtain in- 
come through illicit or other means. At any rate, 
they may find that their best way of adapting to 
the present society is to not work rather than to 
work. I see no reason in cases of this sort for soci- 
ety to insist that these people work. I do say that 
the opportunity ha3 to remain open to them at all 
times. 

Finally, in many of these cases, particularly 
where young people are involved, it may well be 
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that, over the course of years, attitudes will change. 
It is important that the way be kept open, but I 
suggest that we don't have to consider training 
a failure if not everyone decides that he likes 
training and wants a job. 

Mb. Smith : I think the point to make in this con- 
nection is that this 50 percent— if this is what it 
turns out to be— who do not want to work are 
part of the 3.7 unemployment rate about which 
we are so concerned. If we have an unemployment 
rate of 3.7 percent, and 50 percent of those counted 
among the unemployed don't want jobs, we do not 
have the tragic unemployment situation we think 
we have. 

Mb. HsnxiB : I go along with you part way on that 
However, I don't think it is at all certain that 
these individuals are among those who, in answer 
to a household inquiry, would indicate that they 
have been actively looking for work during the 
last 4 week,. This is our unemployment test. 
I think many of this group would be classified as 
"not in the labor force''— a small but growing 
proportion of adult men who are not counted as 
either employed or unemployed. 

Db. Pxobe: I am very concerned about the high 
turnover group, the people who don't seem to 
want to work. We hear comments about this group 
wherever we go. And it is not just employers who 
talk about it. People who are interested in man- 
power problems from the workers’ side talk about 
it, civil rights workers talk about it. Thus, it 
appears that there is something more to the com- 
ments than a prejudice on the part of employers 
against disadvantaged workers. 

To some extent it is a problem, not of "wanting 
to work,” but of basic habits which enable people 
to work; many people are not accustomed to 
steady work and cannot stay on the job. Ideally, 
we would like to teach people work habits; but we 
don't know how these habits are acquired. When 
we talk about literacy, we know how literacy is 
acquired; we know the kind of process that goes 
on. But we really know nothing about what is 
involved in "wanting to work.” This is an area 
in which we need a great deal more research. 

It is possible that this group of people who "do 
not want to work” are a component of frictional 
unemployment. It appears that many of these 
people do work; but they keep changing jobs, 
moving in and out of the labor force, and they 
are picked up in the figures. They may be respon- 



sible for a considerable portion of what we call 
frictional unemployment. Hence, if we could solve 
their problem— which is really a structural unem- 
ployment. problem— we might reduce frictional 
unemployment as well. 

Db. Duesenbebby: We do have some numbers 
that make it look as though there is not as large 
a population as many people think that isn't 
showing up as participating. We have some esti- 
mates of the undercount, and I don't think you 
can arrive at a conclusion that there is any very 
large number of people who don’t want to work 
most of the time. There may be 500,000, but it 
isn't an enormous number. 

Db. Piqbe: Perhaps this isn't an undercount 
problem. Perhaps these people actually are in 
the labor force. 

What I basically question is the definition of 
"wanting to work,” of being in the labor force or 
out of it. The thing is, these people do work. They 
go out, look for a job, take it, and then quit. If 
you ask them why they quit, they say, "The 
foreman was nasty,” or "I didn't get along with 
the other workers.” But if you talk to the fore- 
man— sometimes even if you just question the 
man for a while— these explanations don't hold 
up. In other words, the man has a specific reason 
for quitting and he may even bel eve it, but it 
does not square with the facts of the situation. 

Db. Somebs : I wonder if we can do more to relate 
this afternoon's session on the disadvantaged 
worker to the discussion this morning on the 
internal labor market. I think Dr. Mangum has 
put his finger on the dilemma of the time. We 
know the advantages of on-the-job training. Dis- 
cussion of the benefits of internal adjustment with- 
in the plant indicates that on-the-job training has 
many advantages from the standpoint of cost, 
likelihood of employment, and future security on 
the job. And yet we know that if we want more 
disadvantaged people trained, on-the-job training 
doesn't seem to be the way to do it. Employers 
are not eager to take on disadvantaged Negroes. 
The discussion this morning leaves a rather 
pessimistic implication that if employers can 
adjust fairly nicely to their needs, they may never 
reach that desperate point in which they hire large 
numbers of disadvantaged people for on-the-job 
training. This might be induced by a subsidy, but 
there is the further pessimistic note raised this 
morning that a subsidy mry not do any good. 
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I would like further discussion on this question, 
because X feel that one of the great needs of the 
day is some imaginative formula for a subsidy to 
employers to encourage them to accept dis- 
advantaged workers for on-the-job training. 

Dr. Weber : I drew exactly the opposite conclu- 
sion from this morning’s discussion. Dr, Piore 
and Dr, Doeringer have clearly demonstrated the 
strength of on-the-job training, and have shown 
that on-the-job training is a viable part of the 
employer's strategy. Therefore, when the demand 
for labor increases and the supply of experienced 
workers is highly inelastic, employers will invest 
in on-the-job training. So it seems that we should 
be optimistic concerning management’s ability 
to absorb marginal workers. However, we may be 
pessimistic concerning the generation of sufficient 
incentives to give employers momentum to use 
this capability. 

Dr. Somers : I think we are not so much in con- 
flict. My point is that because their adjustment 
process seems to be so successful, they may never 
be pushed to that desperate stage at which they 
will finally take on disadvantaged Negroes. When 
they can get new entrants to the labor force, the 
hardcore remain unemployed. 

Dr. Weber: I might answer that there is no 
evidence in this study about management at- 
tempting to differentiate systematically among 
labor market conditions. We don’t know what 
the marginal rates of turnover are. In Chicago it 
is clear, given the fact that unemployment is 
down to 2.3, that changes in institutions and at- 
titudes toward certain segments of the work force 
are taking place. Employers are picking up dis- 
advantaged groups. In Chicago I think unem- 
ployment among Negroes was something like 
4.5 percent. 

Dr. Somers : For Negro teenagers? 

Dr. Weber: Not for teenagers but for all Negroes. 
Companies like General Electric, for example 
have hired Negroes for the first time. Motorola 
is now demonstrating actively that they have 
never discriminated. What I am saying is that 
we really haven’t let the forces of full employment 
operate. 

Dr. Duesenberry: I can see people sitting around 
in Turin saying that the Calabrian won’t or 
can’t do productive work. But, given the fact that 
they have the opportunity to go to Germany or 



Switzerland to find jobs, such marginal groups 
have been pulled into the labor force and have 
found jobs. 

Dr. Somers: Talking about Chicago, what about 
the recent findings that Negro teenage unem- 
ployment has reached 25 to 30 or 40 percent in 
large cities even though we are down below 4 
percent in national unemployment? It seems to 
indicate that employers don’t see the need to hire 
Negroes and don’t respond to encouragement to 
accept disadvantaged workers. And if it is true, 
as was said this morning, that employers don’t 
know and don’t calculate their cost of training, 
a subsidy isn't going to make much difference. 

I think this is a very pessimistic finding in regard 
to absorption of the hard-core unemployed. 

Mr, Drob: Employers don’t take the subsidy 
now available under on-the-job training. 

Dr. Duesenberry: I think there is something 
we ought to say about the subsidy under OJT. 
The pressure on the people who are administering 
OJT is to fill OJT slots, not particularly to fill 
on-the-job training slots with a particular kind 
of person. If you had pressure to fill OJT slots 
only with a particular kind of person, employers 
might react differently. Another thing you have 
to say something about, of course, is the level 
of subsidy. If one subsidy won’t do it, that doesn’t 
mean another subsidy won’t. 

Dr. Piore : After all they are businessmen, they 
must respond to some subsidy. From the em- 
ployer point of view, however, I think that re- 
sponding to a subsidy is viewed as going out of 
the business they are currently in-=the business of 
producing goods=— and into the training business. 
A toothpaste manufacturer views responding to a 
training subsidy very much as he would view go- 
ing into food processing. Of course, quite apart 
from its size, one of the problems with the subsidy 
now offered for on-the-job training is the book- 
keeping. Employers claim that in order to parti- 
cipate they must set up a whole new set of books. 
And they insist it isn’t worth it. 

Dr. Doeringer: You also run into that in re- 
search, I might add. A lot of the on-the-job training 
programs that have been set up require the em- 
ployer to do something different in the way of 
running his business. Moreover, just as he can’t 
readily identify the cost of informal on-the-job 
training, he is suspicious that many of the costs 
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associated with on-the-job training under MDTA 
will not be discovered or reimbursed. 

Many of the employers I have talked to have 
considered an MDTA program. One of the main 
constraints is that they fear they are not going 
to be subsidized for the full cost of the program. 
They don’t know what the full costs will be, but 
they feel they are not going to be able to identify 
all of the costs and then write them down on an 
accounting form and present the Government 
with the bill. 

I would also like to make one remark regarding 
the optimism or pessimism with which the inte- 
gration of disadvantaged groups into the job 
structure of the economy might be viewed. Dr. 
Piore and I have somewhat different views on this, 
but X feel that employers, under the pressure of 
demand, are interested in reaching out and getting 
labor. If they discover that there are workers 
available in urban ghettos and they are having 
trouble recruiting, then they become interested in 
these groups. They begin to wonder what it takes 
to get them to the plant. They see some very easy 
things, like lack of transportation, and they begin 
to search for solutions. This is cause for optimism. 

Employers, however, continue to think in terms 
ofadjustmentsthattheyalreadyknowhow to make. 
They have had experience with certain kinds of 
adjustments in looser labor markets. The current 
labor market in some areas, especially Chicago 
and Milwaukee, requires employers to develop 
brand new ways of dealing with brand new prob- 
lems. A Negro high school dropout living^ in a 
ghetto 15 or 20 miles from the site of the job is 
a new problem. This learning process which em- 
ployers must go through because they haven't 
succeeded in solving the adjustment problem is 
a cause for pessimism. You find that many 
employers are not getting people from the ghettos 
into their plants through their own activities. 

Given enough time and labor market pressure# 
employers will discover the necessary labor market 
innovations. Here Government programs can con- 
tribute by helping provide employers withinforma- 
tion about successful techniques, so that they can 
develop appropriate strategy, and thereby short- 
cut the trial and error process. 

Dr Somers: This is a good investment for an em- 
ployer from a philanthropist's standpoint. Many 
employers are taking on Negroes because they 
think it is their public duty, but I don't think 



that is ever going to rolvc the problem of Negro 
unemployment. 

Dr. Doeringbr: Ixx>k at statistics for Plans 
for Progress, for example. The number of Negroes 
that Plans for Progress has brought into the plar ,s 
Is disappointing. So I think that, in terms of 
charity or public interest, employers are not going 
to deal with the problem in a significant way un- 
less, in their own self interest, it becomes neces- 
sary for them to recruit actively among less pre- 
ferred groups. 

Dr. Manoum: I would like to add one no ^ re * 
levant to the question of need for subsidies. There 
has been a great deal of interest in Chicago in the 
JOBS NOW program. Here is a program that is 
taking in approximately a hundred boys every 2 
weeks; it is having a 25-percent success rate with 
what is a real tough group. This is probably not 
a bad record. The Labor Department, I under- 
stand, tried to give these people money to amplify 
their program and they refused it. They said, 
"We think we might come up to 125 boys every 
2 weeks but we don't have the eta IT for more; 
more importantly, we think we have just about 
exhausted the willingness of Chicago to hire these 
bovs under the present program." I suggest that 
this is not an awful lot of boys. Some employers 
have been socially minded, but not many. Some- 
thing more would have to be added to get very 
many more boys into this kind of experience. 

Mr. McMillxni Another approach, it seems to 
me, offers some promise. For example, the Mil- 
waukee Vocational and Technical School has 
started a new program I am sure you are familiar 
with. It's called a "Continuation School," lo- 
cated in a new facility adjacent to the present 
school, serving disadvantaged white, Negro, and 
other minority youth- 500 potential school drop- 
outs each year aged 14 to 18, enrolled in a unique 
program before they drop out of^ school. Many 
of these young people have long lists of failures. 
They have a history of various types of juvenile 
delinquency problems, and other identifiable dis- 
advantage problems. The school is running them 
through an extensive counseling and debriefing 
program to try to remove some of the hostility 
factors that have developed from environmental 
and other conditions. Then, hopefully, they are 
moved into a program of intial training which will 
eventually qualify them for employment. You 
will also be interested to know that similar pro- 
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grams on an experimental basis are now underway 
in a number of schools throughout the country. 
The Milwaukee experimental program looks very 
promising in preventing young boys and girls 
from dropping out of school, and for eventualy 
finding them employment, because it has the full 
cooperation of business and industry in the Mil- 
waukee area. The aim is to work very closely with 
all community groups in an eiTort to rehabilitate 
youth through a preventative type of program, 
which is one of the critical needs of the disadvan- 



As many of you know, before the passage of the 
Vocational Education Act of 1963, vocational 
education programs were not reaching these kinds 
of students. The George-Barden and Smith* 
Hughes Acts were specific in the kinds of occupa- 
tional training programs covered. They had to be 
used for programs of agriculture, home economics, 
distribution and marketing, health, technical, and 
trade and industrial training and could not be 
used for establishing occupational training in other 
areas, particularly in new occupational areas 
especially relevant for the disadvantaged. . 

Under the 1963 act, programs for the kinds of 
students we are talking about here are specifically 
included, and States are starting to move w 
developing programs tn these areas. In 196&, 
28,000 were enrolled in programs for persons wi 



special needs; 52,000 were enrolled in 1966; and 
an enrollment of more than 300,000 was projected 
for fiscal 1967, In these programs, disadvantaged 
youth are enrolled in programs geared to their 
interests and abilities. This will certainly have 
an impact on all disadvantaged youth, as well as 
on the probable million school dropouts each year, 
before they reach the point of dropping out of 
school and becoming unemployed. There is real 
hope in this preventative approach by our public 
schools for meeting the needs of thedisadvantaged, 
both white and minority youth, in urban and 
rural areas. 

Dn. Rosen j I, for one, would say that the Man- 
power Administration is extremely pleased with 
what we have been able to get out of this parti- 
cular conference. We have enough research ideas 
for the next 10 years, and this is one of the reasons 
we held this meeting. I believe we have really 
discovered a very good method for communicat- 
ing— and for stimulating— research ideas. 

Those of you who are interested in manpower 
research have been given our guidelines for sub- 
mitting research proposals. If this meeting has 
stimulated your thinking or you have some in- 
novative ideas for research in the manpower field, 
we would be pleased to receive proposals. Thank 
you for participating in this meeting. 
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INTERNAL LABOR MARKETS, 
TECHNOLOGICAL CHANGE, 
AND LABOR FORCE ADJUSTMENT 



SUMMARY 



The central theme of the present study is 
lat differences between the shills and abilities 
l the labor force and the requirements of 
lue collar jobs in manufacturing are reeon- 
iled through a series of instruments over wh h 
le employer, alone or in conjunction with a 
ibor organization, exercises discretionary con- 
rol. It presents a model of the process o 
djustment between the labor force and t 
equipments of blue collar manufacturing jobs 
vhich has been derived from material g^hered 
n interviews with management officials in a 
sample of firms. While it has broader appli- 
cations, the report focuses upon the process of 

adjustment to technological 
The model departs from the conventional 
view of the labor market by recognizing a 
market internal to the wanafacturins 
which is connected to the ext. e rad 1 
at a limited number of entry ports, in 
operation of the model may be characterized 
by eight variables: 

—The job structure of the plant. # 

—The administrative rules governing the 

internal allocation of labor 

—The size and character of the labor 

force outside the plant. 

Recruitment procedures. 

—Screening procedures. 

— Training procedures. 

—Hiring standards. 

—Compensation. 



These variables constitute both major determi- 
nants of the plant’s labor costs and the instru- 
ments through which the plant adapts to 
changing technology and labor market con- 
ditions. Since each variable has a cost attached 
to it, the mode of adjustment selected by the 
plant will presumably reflect attempts to mini- 
mize these costs, 

In neoclassical labor market models, the job 
structure of the plant is assumed to be respon- 
sive to differential availabilities of various labor 
skills as measured by relative wage rates. This 
study, however, does not support that assump- 
tion, at least during relatively loose labor market 
conditions. While employers considered possi- 
bilities of substituting capital for homogenous 
labor inputs, they did pay close attention to the 
possibilities o£ substitutions among different 
grades of labor. In examining the factors which 
influence the changes in the job structuro 
relative market constraints did not appear 
significant. Indeed, the technical difficulties in 
identifying qualitative manpower Mqu'rementa 
for new equipment pri^r to its installation 
the plant floor make it unlikely that sueh con- 
straints will become operative. For pur P°®“ 
of labor force adjustment, therefore, change 
in technology may be viewed as avoMng ^auton- 
omously from relative wage rates (or 
generally relative labor costs), rather than as 



a factor cooperating with other adjustment 
instruments. The variable which appears to 
carry the major burden of adjustment is in- 
planttraining, although recruitment, screening, 
and hiring procedures are also relevant, 

The study indicates that private adjustment 
mechanisms reliably and efficiently eliminate, 
at least for blue collar jobs in manufacturing, 
imbalances between job requirements and the 
characteristics of the labor force. It appears, 
therefore, that the concern in recent years with 
the contribution of technological change to the 
structural components of unemployment has 
been misplaced. Since these mechanisms oper- 
ate at a cost, however, there may be cause for 
concern with their effect upon the price level. 
The study suggests that Federal manpower 



programs should be directed toward the fol- 
lowing objectives: 

1. To provide general training outside the 
plant in basic mathematical and verbal skills. 
Programs of this kind will capture economics 
of scale in formal training and enhance the 
occupational flexibility of the labor force, 

2 . To subsidize in-plant training programs 
where there is a likelihood that adjustment 
costs will be translated into price increases, 

3. To subsidize experimental training, 
screening, and recruitment programs as an 
incentive to developing new in-plant adjust- 
ment techniques, 

4. To develop procedures for increasing the 
flow of information among plants about the 
various adjustment techniques currently being 
utilized and their relative costs. 
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X. INTRODUCTION 



This project was originally designed to in- 
vestigate the impact of changes in production 
techniques upon production and maintenance 
jobs in manufacturing, and to gage the labor 
force adjustments these changes required. The 
study was conceived within the confines of 
conventional economic theory and was to be 
based upon material gathered from a sample 
of manufacturing plants. During the early 
plant visits, however, it became apparent that 
the conventional analytical apparatus could not 
comprehend the processes of technological 
change and labor force adjustment. The focus of 
the study therefore shifted to the precedent task 
of developing a more satisfactory analytical 
framework. Such a framework is presented 
in this report. While the problems of technol- 
ogical change and the adjustments to it are 
examined, the analytical framework is, we 
believe, applicable to a wider range of economic 
and industrial relations problems. In this sense, 
the discussion of the problems associated with 
technological change may be viewed as an ex- 
emplary application of a much more general 
approach. 

The analytical framework centers upon the 
concept of the internal labor market. The 
salient feature of the internal labor market is 
a set of rules governing the allocation of labor 
within an administrative unit, such as a manu- 
facturing plant. These rules distinguish be- 



tween employees within the plant and workers 
in the external market by according to the 
former certain preferential rights in the filling 
of plant jobs. Their existence implies that the 
function of labor allocation, performed in theory 
by the market, has to a degree been internal- 
ized within the plant. The internalization of 
labor allocation is accompanied by the inter- 
nalization of a number of other functions. 
Among these are the pricing, training, recruit- 
ment, and screening of labor. 

Given the existence of the internal labor 
market, the relationship between the firm and 
the external market may be described by a 
series of eight variables: (1) The job structure 
of the plant; (2) the administrative rules of 
the workplace; (3) the size and characteristics 
of the labor force outside the firm; (4) recruit- 
ment procedures; (8) screening procedures; 
(6) hiring criteria; (7) training procedures; 
and (8) compensation. These variables consti- 
tute the major determinants of the plant's 
labor costs. They also constitute instruments 
through which the plant adapts to the external 
market. For example, if the character of the 
externally available labor supply changes, the 
firm should seek to adjust these instruments so 
as to minimize its costs. In addition to external 
market conditions, the costs of the various 
instruments are affected by a variety of tech- 
nical and institutional constraints, changes 
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which will aleo induce adjustments within the 
firm. Production technology may be viewed as 
one of these constraints. The concept of the 
internal labor market is developed in chapter 
2, and the various instruments of adjustment 
are discussed in sequence in chapters 3 through 
6, the administrative rules in chapter 3, re- 
cruitment, screening, and compensation in chap- 
ter 4, the job structure in chapter 5, and train- 
ing in chapter 6, 

Since, from the point of view of the firm, 
these variables are competing modes of adjust- 
ment and the decisions concerning their use 
are interrelated, some justification for the pres- 
ent approach is called for. In part, a separate 
discussion of the variables is dictated by the 
impracticality of attempting to discuss them 
all simultaneously. The particular sequence of 
discussion, however, reflects to a large extent 
the decision-making process within the firm. 
The firm solves what is in principle a set of 
simultaneous economic equations through a 
series of separate decisions. In general, deci- 
sions concerning changes in technology are 
made separately from those concerning recruit- 
ment, screening, compensation, and training. 
The firm then provides the requisite adjust- 
ments to the job structure through these in- 
struments. The rules governing internal labor 
allocation also tend to be considered separately 
by the firm. They are subject to institutional 
constraints that permit them to change only 
gradually. In the short run, therefore, such 
rules are relatively inflexible and tend to be 
treated as fixed inputs in decisions relating to 
other variables. 

The study is based upon a series of interviews 
with managerial officials in 20 manufacturing 
plants belonging to 14 different companies. 
Interviews were also conducted at the corporate 
headquarters of nine of the companies. In ad- 



dition, interviews ,»ere conducted at the cor- 
porate headquarters of a company producing 
aluminum and aluminum products and with 
officials of a custom engineering firm designing 
power generating stations and chemical pro- 
cessing plants. In the main, the officials inter- 
viewed were either engineers or personnel and 
industrial relations managers. Brief conver- 
sations were held with departmental foremen 
during plant tours. The interviews were open 
ended, the majority lasting 2 to 3 hours. Most 
of the visits to the plant lasted for a single 
day; the longest visit covered 3 days. 

Because of the extensive nature of the inter- 
views and the sensitivity of the areas of inquiry, 
considerable cooperation on the part of the 
plant management was required and personal 
contacts were needed to obtain it, A scientific 
sampling procedure was not, therefore, feasible. 
An attempt was made, nevertheless, to select 
a heterogeneous group of plants. The character- 
istics of the plants are summarized in table 1. 
The attempt at heterogeneity was only partially 
successful. While a variety of industries and 
several different types of labor markets are 
represented, most of the plants are large units 
in still larger multiplant corporations. Only 
three single-plant companies are represented; 
two other companies in the sample had two 
plants each. The range of labor market condi- 
tions encompassed in the sample is also narrow; 
save for certain craft skills, all of the labor mar- 
kets were, at the time of the study, relatively 
loose. l‘he range of experience encompassed by 
the study has been somewhat expanded by ref- 
erence to the literature and by encouraging re- 
spondents in the interviews to compare current 
practices with those under different labor 
market conditions in which they had worked 
and in other industries about which they were 
knowledgeable. 
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TABLE l, CHARACTERISTICS OF PLANTS COVERED- BY SURVEY 



Industry 


Number of 
production and 
maintenance 
employees 
in plant 


location of plant 


Character of community* 


Aircraft engines 

Plant A. «. =.7— 


4,200 

350 


Middle West 
Middle Atlantic 


Large metropolitan area 
Large metropolitan area 




350 


Middle Atlantic 


Large metropolitan area 


Chemicals. — 


000 


Middlo West 


Small city 


Electrical equipment 

Largo power gonorating equipmont. 


5,500 

1,700 


Middle Atlantic 
New England 


Large metropolitan area 
Town 


Electronic parte and equipmont 
T7]onf, A 


7,000 


New England 


Town 




4,600 


Middle Atlantic 


Small city 


1 Uint Uooooco.aaftv*”"*********" 0 ” 

Fa od Processing 

Plant A«*#««c#««o«o*«»e««°**« o **** - *** 
Plftnt 


1,300 

76 

450 


Middle Atlantic 
New England 
Now England 


Town 

Town 

Large metropolitan area 


JL mill Vo m 

Plant D 


900 


Middle Atlantic 


Largo metropolitan aroa 


Foundiy 

Automobile parted. 

Heating equipmont, Replacement parte — 


2,100 

300 


Middlo Weat 
Middlo Atlantic 


Largo metropolitan area 
Town 


Shoce 








Mon’a 

Plant A 

Plant — — 


600 

350 


Now England 
Now England 


Small city 
Town 


Women's 

Plant A - 


500 

500 


Now England 
Now England 


Town 
Small city 


Toilet articles 

Plant A ... - 


’50 


Middlo Weat 


Largo metropolitan area 


Plant H. ..... 


250 


Now England 


Largo metropolitan area 


Machine tools.. =< 


3,000 


Middlo West 


Largo metropolitan area 


Othore: 

Custom engineering firm.. 

Aliimmnm fiflffinfltlV » 


t 

i 


New England 
Middle Atlantic 


t 

t 


/VIUIM HI Vail I • o 


4— — 




' " 



i Tho communltioa are daMlflcd by population In 1000 aa follow*: * Data not available. 

Towna: lc#a than 16,000 population; Small cities: loaa than 100,000; L*rg« 
metrepolltan areas: over 1,000,000 population. 
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2. THE INTERNAL LABOR MARKET MODEL 1 



The internal labor market is an administra- 
tive unit within which are performed the 
market functions of pricing, allocating, and 
often of training labor . 2 It is governed by a set 
of institutional rules which delineatethe bounda- 
ries of the internal market and determine its 
internal structure. These institutional or admin- 
istrative rules define relationships between 
jobs for purposes of internal mobility and any 
privileges which accrue to workers within the 
internal market. Thus, neither jobs nor workers, 
in the administrative unit may be considered 
independent of one another. A single or multi- 
plant enterprise, a union hiring hall providing 
manpower for a number of different enter- 
prises (as in longshoring or construction), and 
a branch of the military service are all examples 
of such administrative units. In many cases 



i Some of the material in this and the subsequent, cluster 
appears in Peter B. Doerinp.er, "The Determinants of the 
Structure of Industrial Type Internal Labor Markets, 
in Industrial and Labor Relations Review, (Ithaca: Cornell 
University), vol. 20 No. 2, (January 1967). 

* See John T. Dunlop, “Job Vacancy Measures and Econo- 
mic Analysis,” in The Measurement and Interpretation of Job 
Vacancies, (New York: Columbia University Press, I960), 
pp. 27-47. Dunlop defines the internal labor market as, “the 
complex of rules which determines the movement of workers 
among job classifications within administrative units, such 
as enterprises, companies, or hiring halls. These movements 
may be transfers, promotions, demotions, or layoffs to the 
exterior labor market; they may be temporary or permanent, 
which may affect the operation of the rules," (fn. p. 32). 



these units may be further divided into internal 
submarkets for broad categories of workers 
such as managerial, clerical, maintenance, pro- 
duction, and the like, each of which is governed 
by its own specific set of rules . 2 

Internal labor markets have geographical, 
occupational, and product dimensions. The ad- 
ministrative regulations and procedures control- 
ling the hiring and internal patterns of allo- 
cation of labor create a distinction between the 
employment rights and opportunities of those 
workers within the internal market and those 
in the external labor market. Workers within 
the market typically have the opportunity to 
express preferences and exercise priority rights 
over internal jobs which are denied to workers 
in the external market. In manufacturing 
plants, for example, the rules that apply to 
seniority districts, promotions, layoffs, internal 
grievance procedures, and the like, reflect the 
preference, and frequently the obligation, of 
employers to fill certain jobs from within the 
plant. 

Each internal labor market contains one or 
more jobs or positions through which workers 
in the external labor market, those workers 
without preferential employment rights who 
are seeking jobs, can enter. Examples of these 



* These patterns of structure are not rigid, but rather arc 
a function of a number of influences of both an economic and 
a noneconomic nature. 
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